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SECURITIES ACT OF 1933 
Release No. 5741/September 17, 1976 


ADMIN. PROC. FILE NO. 3-4890 

In the Matter of 

RESEARCH AUTOMATION CORPORATION 

333 West 39th Street ; 

New York, New York 10018 

Securities Act of 1933 Release No. 5740; dated September 
14, 1976, noticing the finality of the administrative law 


judge’s initial decision in this matter, is hereby rescinded. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5742/September 20, 1976 


Admin. Proc. File No. 3-4356 


In the Matter of 
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CROYLE COMPUTER SERVICES, INC. 
2 West Northern Avenue 
Phoenix, Arizona 


(2-46544) 
OPINION OF THE COMMISSION 
STOP ORDER PROCEEDINGS 


Where registration statement was materially false and mis- 
leading with respect to negotiations with prospective pur- 
chasers of the issuer's services, issuer's claimed competi- 
tive advantage, and the cost of flotation, and where inves- 
tors had not been informed of those deficiencies, notwith- 
standing partial repayment of proceeds to them, held, stop 
order will issue suspending effectiveness of registration 
statement. 


APPEARANCES: 
John C. Hughes, for Croyle Computer Services, Inc. 


David H. Belkin, Jonathan A. Pace and Merton B. Gold- 
man, for the Division of Enforcement of the Commission. 


Shortly after its incorporation, Croyle Computer Services, 
Inc. (“Croyle” or “registrant”) filed a registration statement 
under the Securities Act of 1933 with us covering a pro- 
posed public offering of 500,000 shares of its common stock 
at $10 a share. Croyle was a new venture in the computer 
maintenance field. It had not yet begun to do business and 
was unable to do so because it had no capital other than the 
“human capital’ supplied by its promoters.! 


After the filing of the registration statement, our staff, based 
on its preliminary review of the prospectus, advised the 
registrant orally and then in writing that, in light of the staff's 
conclusion that the filing was ‘materially deficient in prepa- 
ration and content,” it would undertake no further examina- 
tion of it. It suggested that Croyle consider withdrawing or 
amending the filing “in the immediate future.” Registrant 
elected to amend. At the same time, registrant removed its 
“delaying amendment.’2 But the staff, which was of the 
opinion that material deficiencies were still present, declined 
to review the matter further or to supply a detailed letter of 
comment and so informed Croyle. The cycle of amendment 
and adverse staff reaction was repeated. On each occasion 
registrant was advised to consider withdrawal. Throughout, 
the staff predicated its advice and its refusal to proceed with 
detailed examination of the statement on a declared Com- 
mission policy, set out in Securities Act Release No. 5231 
(1972, which has become basic to the administration of the 
Securities Act.4 


Finally, the filing became effective by lapse of time. Regis- 
trant thereupon began to sell the stock. We then instituted 
these proceedings pursuant to Section 8(d) of the Act to 
determine whether: 


(A) The registration statement was as defective as our 
staff believed it was; and 
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(B) Its deficiencies, if any, warranted a stop order. 
HT 


Hearings were held before an administrative law judge who 
issued an initial decision holding that: 


(1) The prospectus misleadingly suggested that nego- 
tiations with prospective purchasers of registrant's 
services were in progress when in fact there had been 
no such negotiations. 


(2) Unsubstantiated and illusory claims of competitive 
advantage were made in the prospectus. 


(3) The disclosures with respect to the cost of flotation 
were incomplete, misleading and contradictory.° 


(4) The gravity of the aforementioned deficiencies 
required that a stop order issue. 


An independent review of the record shows that the admin- 
istrative law judge’s findings were clearly correct. Moreover, 
we agree with him that a stop order ought to issue because 
“it... is ... the most effective means of warning the 
investing public that unreliable statements have been filed 
and counteracting the false and misleading information 
publicized by the filings.”® Registrant's argument to the 
contrary is based on its claim that the subscribers’ money 
has been refunded to them. There are two flaws in this 
argument. The first is that the refunds have not be com- 
plete. All that has been returned is the net sales price. The 
5% sales charge has never been returned. Secondly, in a 
Securities Act proceeding of this character it is the decep- 
tive filing that constitutes the offense.’ Investor losses, if 
any, are among the factors that we take into account in 
considering whether a stop order should or should not 
issue.8 But the result does not hinge on that alone. 


If it did, stop orders would not issue against statements that 
never became effective. In fact, however, they have often 
issued against such filings.2 They issue in such cases not 
just because the Act authorizes us to issue stop orders ‘at 
any time” 1°, but because of the need to publicize the fact 
that false and misleading material has been filed with us." 


That need is present here. A deceptive registration state- 
ment that became effective and under which securities were 
sold to the public is in our public, official files. True, 
registrant has returned most of their money to the pur- 
chasers. But it has never told them about the deficiencies in 
the prospectus that it used to induce them to part with their 
money. A stop order will do that. Hence one will issue. 


By the Commission (Chairman HILLS and Commissioners 
LOOMIS and EVANS); Commissioner POLLACK not partici- 
pating. 


George A. Fitzsimmons 
Secretary 





1 Initial organizational and legal expenses had been paid for 
largely by the issuance of what its principal official has 


= referred to as “founder's stock.” 


2 See Rule 473(a) under the Act. 


3 In Doman Helicopters, Inc., 41 S.E.C. 431 (1963), we 
stated (at 440-1): “The letter of comment is an informal 
administrative aid developed by us for the purpose of 
assisting those registrants who have conscientiously at- 
tempted to comply with the Act. The burden of seeing to it 
that a registration statement filed with us neither includes 
any untrue statement of a material fact nor omits to state 
any material fact required to be stated therein or necessary 
to make the facts therein not misleading always rests on the 
registrant itself, and it never shifts to our staff. When the 
Division has reason to believe that a registrant has failed to 
make a proper effort to shoulder this burden, it is its duty to 
bring such information to our attention and to recommend 
that we proceed in accordance with Section 8(d) of the Act.” 
(Footnote omitted.) 


4 As pertinent here, that release indicates that when a 
supervisory staff official decides, after initial analysis, that 
the registration statement is so poorly prepared or otherwise 
presents serious problems, further review will be deferred 
since no additional staff time would be justified in view of 
other staff responsibilities. 


5 The administrative law judge found other material deficien- 
cies in the challenged statement, However, he was of the 
view that those deficiencies had been cured in a post- 
effective amendment, which he decided to consider in his 
discretion. The Division not having sought review with 
respect to that determination, it has become the law of the 
case. 


6 Clinton Engines Corporation, 41 S.E.C. 353, 361 (1964) 
and cases collected in footnote 19 thereto. 


’ Failure to measure up to the standard that the law requires 
of “those who seek trusteeship of the public’s money on the 
basis of information in the registration statement and the 
prospectus” is enough to call for formal proceedings. Her- 
man Hanson Oil Syndicate, 2 S.E.C. 743, 746 (1937), 
where we held that “It will not suffice that a registrant has 
attempted to prepare a registration statement to the best of 
its ability. It is necessary that it meets the standards 
imposed by the law.” 


8 See, e.g., Wolf Corporation, 42 S.E.C. 1042, 1052 (1966), 
where our conclusion that a stop order would be inappro- 
priate was influenced in some measure by the fact that “The 
registration statement never became effective, no securities 
have been sold, and the proposed financing has been 
abandoned.” However, other factors of equal or greater 
significance helped shape the result. Thus, for example, 
dormant through the filing there involved was, the registrant 
had undertaken to amend it so as to cure the deficiencies. 
Secondly, its offer of settlement, which we accepted, in- 
volved an undertaking by the registrant to “advise all 
stockholders and all other persons who received preliminary 
prospectuses, of the nature of this proceeding and of the 
fact that it had been settled, by a written communication .. . 
submitted to and reviewed by our Division of Corporation 
Finance prior to dissemination.” /d. at 1051. 


9 See, e.g., Doman Helicopters, Inc., 41 S.E.C. 431 (1963); 
Ballard Aircraft Corporation, 39 S.E.C. 502 (1959); Univer- 
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sal Service Corporation, 37 S.E.C. 559 (1957); and Red 
Bank Oil Company, 20 S.E.C. 866 (1945) where the earlier 
cases are collected in n. 7 and where the Commission said: 
“We think it utterly repugnant to the objectives of the Act to 
... Sit by until a false and misleading registration statement 
becomes effective before commencing action under Section 
8(d). Fairness to registrants and to investors generally can 
be achieved only if the promptest possible notice of stop 
order proceedings is given, preferably [emphasis in the 
original] prior to effectiveness of the statement.” 


10 Section 8(d). 


11 See Doman Helicopters, Inc., 41 S.E.C. 431, 441 (1963): 
“The registrant has not ... undertaken to disseminate ... 
information which would adequately advise ... of the mis- 
leading character of the ... registration statement.” Com- 
pare Clinton Engine Corporation, 42 S.E.C. 353, 361 (1963) 
where a stop order issued because registrant had, among 
other things, “never taken adequate steps to bring the 
deficiencies in its registration statement to the attention of 
... investors” with The Wolf Corporation, 42 S.E.C. 1042, 
1052 (1966) where an offer of settlement was found accept- 
able because it provided for publicizing “the dismal record 
of the abortive financial program and the deceptive financial 
presentation ... as commented upon in this opinion.” See 
also Franchard Corporation, 42 S.E.C. 163, 185 (1966) 
where the “unusually extensive publicity ... given to the 
true facts affecting registrant's affairs and to the resulting 
deficiencies in its effective filings’ coupled with registrant's 
undertaking to distribute copies of the Commission's opinion 
to all of its past and present stockholders so as to “give 
adequate public notice of the deficiencies in ... effective 
filings” obviated the need for the stop order that would 
normally have issued. 





SECURITIES ACT OF 1933 
Release No. 5742/September 20, 1976 


Admin. Proc. File No. 3-4356 

In the Matter of 

CROYLE COMPUTER SERVICES, INC. 

2 West Northern Avenue 

Phoenix, Arizona 

(2-46544) 

STOP ORDER 

On the basis of the Commission's opinion of even date 
herewith, it is ORDERED that the effectiveness of the 
registration statement heretofore filed with this Commission 
by Croyle Computer Services, Inc. under the Securities Act 
of 1933 on the Commission's Form S-2 (Registration No. 2- 
46544) be, and the same hereby is, suspended. 

By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES ACT OF 1933 
Release No. 5743/September 20, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 128151/September 20, 1976 


ACCOUNTING SERIES 
Release No. 197/September 20, 1976 


210-FORM AND CONTENT OF FINANCIAL STATE- 
MENTS, SECURITIES ACT OF 1933, SECURITIES EX- 
CHANGE ACT OF 1934, PUBLIC UTILITY HOLDING 
COMPANY ACT OF 1935, AND INVESTMENT COMPANY 
ACT OF 1940 


240-GENERAL RULES AND REGULATIONS, SECURI- 
TIES EXCHANGE ACT OF 1934 


INTERIM FINANCIAL REPORTING 


Amendments of Rules for Increased Disclosure by Life 
Insurance Companies and Related Holding Companies 


The Securities and Exchange Commission today adopted 
amendments of Rule 3-16 of Regulation S-X [17 CFR 
210.3-16] and Rules 13a-13 and 15d-13 under the Securi- 
ties Exchange Act of 1934 [17 CFR 240.13a-13 and 
240.15d-13] to require increased disclosure of interim finan- 
cial data by life insurance companies and related holding 
companies. 


A. General Statement 


On September 10, 1975, the Commission issued Account- 
ing Series Release No. 177 [40 FR 46107] requiring in- 
creased disclosure of quarterly data on Form 10-Q [17 CFR 
249.308a] by all registrants then reporting on Forms 7-Q 
[17 CFR 249.307a] and 10-Q and disclosure of selected 
quarterly data in a footnote to the financial statements by 
certain registrants whose stock is actively traded and who 
meet either of the size tests set forth in the release. 


Prior to issuing Accounting Series Release No. 177, the 
Commission considered comments from several registrant 
life insurance companies and life insurance holding compa- 
nies requesting that the life insurance industry be exempt 
from the Regulation S-X [17 CFR Part 210] amendment 
requiring quarterly data in footnotes to financial statements. 
These companies indicated that they presently do not 
prepare quarterly statements in accordance with generally 
accepted accounting principles (GAAP) but would be re- 
quired to do so to conform to Rule 3-16(t) of Regulation S-X 
[17 CFR 210.3-16(t)]. The Commission decided to consider 
this matter separately and did not fully address the applica- 
bility to insurance companies of the amendments to Regula- 
tion S-X [17 CFR Part 210] and Form 10-Q in Accounting 
Series Release No. 177. 


In Securities Act Release No. 5689 [41 FR 13626] issued 
March 15, 1976, the Commission proposed for comment 
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amendments to Regulation S-X [17 CFR Part 210] “@ I ( 


Rules 13a-13 and 15d-13 [17 CFR 240.13a-13 and 
240.15d-13] under the Securities Exchange Act of 1934 
which would require life insurance companies and holding 
companies having only life insurance subsidiaries to file 
quarterly reports on Form 10-Q and would require disclo- 
sure of selected quarterly financial data in notes to financial 
statements of registrant insurance companies. These pro- 
posals were designed to provide investors in life insurance 
companies with the same quarterly financial data required 
from the majority of other publicly traded companies. 
Twenty-two letters of comments have been received in 
response to these proposals. The Commission has given 
careful consideration to all comments and has now deter- 
mined to adopt the amendments as changed, with a de- 
layed implementation for certain companies which have less 
actively traded stock. 


Adoption of Amendments to Exchange Act Rules 13a-13 
and 15d-13 


When Form 10-Q was adopted in 1970 to require summa- 
rized quarterly reporting throughout the year, it exempted 
life insurance companies and holding companies having 
only life insurance subsidiaries from filing summarized fi- 
nancial information during interim periods because of the 
difficulty these companies had in determining quarterly 
results. This decision was based primarily on the assertion 
that the majority of companies in this industry had neither 
the data processing capability nor the actuarial information 
necessary to compute deferred acquisition costs and re- 
serve valuations at interim dates. 


The Commission now understands that a majority of life 
insurance companies are preparing or are capable of pre- 
paring quarterly financial statements on a GAAP basis. 
Thus, most life insurance companies apparently have over- 
come the estimation and data processing problems related 
to determination of reserves and deferred acquisition costs. 


Several commentators argued that quarterly reporting by life 
insurance companies was unnecessary due to the highly 
regulated nature of the industry and their stated belief that 
there were no significant quarter-to-quarter changes in 
operations due to the longer operating cycles and purported 
lack of volatility in the industry. The Commission, however, 
has concluded that although life insurance companies are 
highly regulated, such regulation varies substantially from 
state to state and is primarily for the protection of policyown- 
ers. 


The Commission anticipated and several respondents con- 
firmed that some life insurance companies do not presently 
nave established systems necessary to comply with these 
new requirements. Comments were received which indi- 
cated that the costs of establishing such systems would be 
burdensome, particularly to smaller companies. Sugges- 
tions were also made that smaller companies be exempt 
from the Form 10-Q reporting requirement. The Commission 
recognizes that the costs of complying with these new 
requirements may be relatively a greater burden to smaller 
companies. 


Recognizing that some life insurers do not presently prepare 
quarterly financial information, the Commission believes that 
the quarterly reporting responsibilities imposed by these 


amendments should first be applied to those life insurance 
companies whose activities are most closely followed by 
analysts and investors. At the same time and taking into 
account the lead time and start-up requirements for those 
companies not currently preparing quarterly financial infor- 
mation on a GAAP basis, the Commission has decided to 
defer the effective date of these amendments until 1978 for 
life insurance companies whose shares are not actively 
traded. In addition, the Commission notes that its Advisory 
Committee on Corporate Disclosure is reviewing the overall 
question of the reporting responsibilities of smaller compa- 
nies. The results of their work are anticipated in mid-1977 
and could possibly impact the filing requirements of many 
smaller companies, including small public life insurance 
companies. Accordingly, the Commission will give notice no 
later than September 30, 1977, as to whether or not there 
will be any further delay of the effective date of these 
amendments or any change in these amendments with 
respect to those life insurance companies whose shares are 
not actively traded. 


Adoption of Amendments to Regulation S-X 


The Commission believes that all insurance companies who 
are subject to the reporting requirements of Section 15(d) of 
the Exchange Act who meet certain size tests and whose 
shares are actively traded also should be subject to the 
reporting requirement of Rule 3-16(t) of Regulation S-X [17 
CFR 210.3-16(t)]. Accordingly, it has adopted an amend- 
ment to Rule 3-16(t) [§ 210.3-16(t)] to require disclosure of 
selected quarterly data in notes to financial statements of 
such registrants. 


Technical Amendment 


A technical amendment of Rule 3-16(t) [§ 210.3-16(t)] is 
also being made which provides an exemption for compa- 
nies which do not “meet the requirements for continued 
inclusion on the list of OTC margin stocks set forth in 
Section 220.8(i) of Regulation T [12 CFR 220.8(i)] of the 
Board of Governors of the Federal Reserve System.” Cer- 
tain of the requirements set forth in Section 220.8(i) require 
determinations by the Board of Governors; however, the 
Commission has been informed that the Board does not 
make the determinations referred to in Section 220.8(i) 
unless the company is presently included on the list of OTC 
margin stocks. Accordingly, the Commission is amending 
Rule 3-16(t) [§ 210.3-16(t)] by adopting its own objective 
criteria in lieu of the Board’s requirements previously incor- 
porated by reference. The criteria adopted parallel the 
criteria specified in Section 220.8(i) with certain minor 
changes necessary to allow the criteria to be considered 
independently. Because of the technical nature of this 
amendment, the Commission does not believe that a public 
comment period is necessary. 


Effective date of amendments to Form 10-Q quarterly 
reporting requirements 


Because neither quarterly reporting on Form 10-Q nor 
including quarterly data in annual financial statements has 
previously been required for life insurance companies and 
because the Commission recognizes that establishing sys- 
tems necessary to comply with these requirements may 
take time to achieve, it is only requiring the filing of Form 10- 
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Q or the inclusion of quarterly data in annual financial 
statements for fiscal years beginning after December 25, 
1976. Comparative quarterly data will not be required for 
quarterly periods beginning prior to that date. 


Additionally, for those life insurance companies that do not 
meet the “actively traded” test specified in subsection 
(1)(i)(B) of Rule 3-16(t) [§ 210.3-16(t)], these requirements, 
including comparative data, are deferred until fiscal quarters 
in fiscal years beginning after December 25, 1977. Earlier 
implementation of these requirements by registrants is en- 
couraged. 


Commission action: The Commission hereby amends 
§ 210.3-16(t) and §§ 240.13a-13 and 240.15d-13, Title 17, 
Chapter Il, Code of Federal Regulations, as given below: 


Part 210 (Regulation S-X) is amended by revision of sub- 
section (1)(i) and insertion of the words ‘Second test’ in 
subsection (1)(ii) of § 210.3-16(t). 


§ 210.3-16 General notes to financial statements. (See 
Release No. AS-4.) 


oe woe eS 


(t) Disclosure of selected quarterly financial data in notes to 
financial statements. 


(1) Exemption. This rule shall not apply to any registrant that 
does not meet both of the following two tests: 


(i) First test. The registrant: 


(A) has securities registered pursuant to Section 12(b) 
of the Securities Exchange Act of 1934 (other than 
mutual life insurance companies); or 


(B) is an insurance company that is subject to the 
reporting requirements of Section 15(d) of that Act 
and has securities which also meet the tests set forth 
in C(7) and C(2) below; or 


(C) has securities registered pursuant to Section 12(g) 
of that Act which also 


(1) Are quoted on the National Association of Securi- 
ties Dealers Automated Quotation System, and 


(2) Meet the following criteria: 


(i!) Three or more dealers stand willing to, and 
do in fact, make a market in such stock includ- 
ing making regularly published bona fide bids 
and offers for such stock for their own accounts; 
or the stock is registered on a securities ex- 
change that is exempted by the Commission 
from registration as a national securities ex- 
change pursuant to Section 5 of the Securities 
Exchange Act of 1934. 


(a) For purposes of this subsection, the 
insertion of quotations into the National 
Association of Securities Dealers Auto- 
mated Quotation System by three or more 
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dealers on at least 10 business days 
during the six month period immediately 
preceding the fiscal year for which the 
financial statements are required shall 
satisfy the requirement that three dealers 
be making a market. 


(ii) There continue to be 800 or more holders of 
record, as defined in Rule 1295-1 [§ 240.12g5- 
1] under the Exchange Act, of the stock who are 
not officers, directors, or beneficial owners of 10 
percent or more of the stock. 


(iii) The issuer continues to be a U.S. corpora- 
tion. 


(iv) There are 300,000 or more shares of such 
stock outstanding in addition to shares held 
beneficially by officers, directors, or beneficial 
owners of more than 10 percent of the stock. 


(v) In addition, the issuer shall meet two of the 
three following requirements: 


(a) The shares described in subsection 
(d) continue to have a market value of at 
least $2.5 million. 


(b) The minimum representive bid price of 
such stock is at least $5 per share. 


(c) The issuer continues to have at least 
$2.5 million of capital, surplus, and undi- 
vided profits. 


Instructions. 1. The computation required by (v)(a) and 
(v)(b) shall be based on the average of the closing repre- 
sentative bid prices as reported by NASDAQ for the 20 
business days immediately preceding the fiscal year for 
which the financial statements are required. 


2. The computation required by (v)(c) shall be as at the last 
business day of the fiscal year immediately preceding the 
fiscal year for which the financial statements are required. 


(ii) Second test.* * * 


Se ee 


Part 240 is amended by revision of subsections (b)(3) and 


(4) of § 240.13a-13 and subsections (b)(3) and (4) of 
§ 240.15d-13. 


§ 240.13a-13 Quarterly reports on Form 10-Q (§ 249.308 of 
this chapter). 
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(b)" 


(3) Life insurance companies and holding companies having 
only life insurance subsidiaries for quarters in fiscal years 
ending on or before December 25, 1978, if they do not meet 
the tests specified in subsection (1)(i)(B) of § 210.3-16(t); or 











(4) Mutual life insurance companies; 
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§ 240.15d-13 Quarterly reports on Form 10-Q (§ 249.308a 
of this chapter). 
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(b)* 


(3) Life insurance companies and holding companies having 
only life insurance subsidiaries for quarters in fiscal years 
ending on or before December 25, 1978, if they do not meet 
the tests specified in subsection (1)(i)(B) of § 210.3-16(t); or 


(4) Mutual life insurance companies; 


* ££ a 


These amendments are adopted pursuant to authority in 
Sections 5, 7, 8, 10 and 19(a) [15 U.S.C. 77f, 77g, 77h, 77}, 
77s] of the Securities Act of 1933 and Sections 12, 13, 
15(d) and 23(a) [15 U.S.C. 781, 78m, 780(d), 78w] of the 
Securities Exchange Act of 1934. Pursuant to Section 
23(a)(2) of the Exchange Act the Commission has consid- 
ered the impact of these proposals on competition and has 
concluded that, to the extent the amendments impose 
burdens on competition, such burdens are necessary and 


appropriate in furtherance of the purposes of the securities 
laws. 


The technical amendment in subsections (1)(i)(C)(7) and (2) 
of Rule 3-16(t) of Regulation S-X [17 CFR 210.3-16(t)] shall 


be effective for all fiscal periods ending subsequent to 
December 25, 1976. 


The amendments in subsection (1)(i)(B) of Rule 3-16(t) of 
Regulation S-X [17 CFR 210.3-16(t)] relating to insurance 
companies will be effective for all fiscal years beginning 
subsequent to December 25, 1976, but disclosure of com- 
parative quarterly data shall not be required for quarters 
beginning prior to that date. 


The amendments of Rules 13a-13 and 15d-13 [17 CFR 
240.13a-13 and 240.15d-13] will be effective, except for 
companies not meeting the tests specified in subsection 
(1)(i)(B) of Rule 3-16(t) [§ 210.3-16(t)], for reports filed for 
quarterly periods in fiscal years beginning after December 
25, 1976, but disclosure of comparative data shall not be 
required for interim periods beginning prior to that date. For 
those companies not meeting the tests specified in subsec- 
tion (1)(i)(B) of Rule 3-16(t) [§ 210.3-16(t)], the amendments 
will be effective for quarters in fiscal years beginning after 
December 25, 1977, but disclosure of comparative data 


shall not be required for interim periods beginning prior to 
that date. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12810/September 17, 1976 


The Securities and Exchange Commission has issued or- 
ders granting the applications of the following companies to 
list the specified securities on the following exchanges: 
Midwest Stock Exchange, Inc.—Harris Bankcorp, Inc., 
common stock, $8.00 par value (effective as of September 
14, 1976). New York Stock Exchange, Inc. —The Detroit 
Edison Co., 10-5/s% general & refunding mortgage bonds, 
Series HH, due July 15, 2006 (effective as of September 9, 
1976); Kingdom of Norway, 8-1/4% notes, due July 15, 1981 
(effective as of September 14, 1976); Raybestos-Manhat- 
tan, Inc., common stock, par value $12.50 per share (effec- 
tive as of August 2, 1976); and Reliance Insurance Co., 
$2.68 cumulative preferred stock, Series A, par value $1.00 
per share (effective as of September 13, 1976). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12811/September 17, 1976 


In the Matter of 
CHARLES C. CARLSON 


The Securities and Exchange Commission has ordered 
public administrative proceedings under the Securities Ex- 
change Act of 1934 (“Exchange Act”) against Charles C. 
Carlson, Chicago, Ill. 


The proceedings are based upon allegations of the Com- 
mission's staff that during the period between April and May 
1974 Carlson violated the registration provisions of the 
Securities Act of 1933 in the offer and sale of certain 
securities of Thomas J. Norton Co., Inc. 


In addition, the Order alleges that during the period between 
December 1975 and June 1976 Carlson wilfully violated the 
Exchange Act in that, without the consent of the Commis- 
sion, he was associated with a broker and dealer registered 
with the Commission, contrary to an Order of the Commis- 
sion which had previously imposed sanctions on Carlson. 


A hearing will be scheduled by further order to take evi- 
dence on the staff allegations and to afford the respondent 
an opportunity to offer any defenses thereto, for the purpose 
of determining whether any action of a remedial nature 
should be ordered by the Commission. 
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SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 59/September 17, 1976 


Admin. Proc. File No. 3-4368 
In the Matter of 


CARROL P. TEIG 
193 Garden View Drive 
Rosemont, Minnesota 


PETER R. SUPER 
5025 Madison Street, Northeast 
Minneapolis, Minnesota 


OPINION OF THE COMMISSION 
BROKER-DEALER PROCEEDINGS 


Responsibility of Broker-Dealer Officers for Defective Fil- 
ings 


Where registered broker-dealer filed defective Form B-D 
and thereafter failed to correct deficiencies in the filing, 
president held to have aided and abetted firm's violation of 
Rule 15b3-1. In general, president's responsibility is to 
assure that his firm complies with all applicable require- 
ments, and he retains that responsibility unless he has 
reasonably delegated it to another and neither knows nor 
has reason to know that the other's performance is defi- 
cient. See Richard C. Spangler, Inc., Securities Exchange 
Act Release No. 12104 (Feb. 12, 1976), 8 SEC Docket 
1257, 1265. 


Vice president of broker-dealer found not to have aided and 
abetted similar violations of Rule 1553-1 where responsibil- 
ity for assuring compliance had been delegated to another 
officer and where no showing was made that vice president 
knew or should have known that this officer was not fulfilling 
his responsibilities. 


Responsibility of Broker-Dealer Officers for Broker-Dealer's 
Violations of Net Capital Rule 


Where vice president of broker-dealer was clearly alerted to 
practices that would give rise to net capital violations and 
neither took nor demanded actions to rectify those prob- 
lems, liability for aiding and abetting firm’s violations of net 
capital rule would lie, notwithstanding the fact that primary 
responsibility for assuring compliance with net capital re- 
quirements rested with another officer. 


Broker-Dealer's Implied Representation of Ability to Con- 
duct Business in Accordance with Trade Custom 


Broker-dealers impliedly represent that they are solvent and 
conduct their business in accordance with trade custom. 
See, e.g., Weston and Company, Inc., 44 S.E.C. 692 
(1971). Failure to advise customers of two instances of 
inability to pay for ordered securities held not to be a 
violation of this implied representation where both instances 
resulted from failures of communication that caused the 
trades to be treated in a manner contrary to trade custom 
and the defaults were promptly corrected. 
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Securities Investor Protection Act-Section 10 (b) 


Section 10(b) of the Securities Investor Protection Act does 
not require that the imposition of sanctions necessarily be 
predicated on a finding that the party charged violated a 
substantive provision of law. Simple negligence or nonfeas- 


- ance will instead serve as an adequate basis for a Commis- 


sion determination that the public interest would be served 
by barring or suspending an individual covered by that 
section from association with a broker-dealer. 


Administrative Law-Adequacy of Notice 


In determining whether adequate notice has been afforded 
at a meaningful time in order to provide a respondent with 
the opportunity to submit a defense, both the order for 
proceedings and the subsequent conduct of those proceed- 
ings must be examined. 


Administrative Law-Adequacy of Notice 


The question of adequacy of notice is largely a factual 
question, and the Commission will therefore accord consid- 
erable deference to the resolution of that issue by the 
administrative law judge, whose observation of and partici- 
pation in the proceedings provides him a perspective that 
the Commission lacks in examining the written record. 


APPEARANCES: 


Frank R. Berman, of Berman and Lazarus, for Carrol P. 
Teig and Peter R. Super. 


William D. Goldsberry and Joan M. Fleming, of the Chicago 
Regional Office of the Commission, for the Division of 
Enforcement. 


This case presents separate petitions for review by Carrol 
P. Teig, who challenges the administrative law judge’s 
determination that he aided and abetted registrant First 
Minneapolis Investment Corporation's violations of the fed- 
eral securities laws, and by the Division of Enforcement, 
challenging the law judge’s dismissal of charges brought 
against Peter R. Super under Section 10(b) of the Securities 
Investor Protection Act of 1970 (“SIPA”), following a ruling 
that Super was not afforded adequate notice of the basis on 
which the determination of whether the public interest called 
for his sanction would be made. 


Registrant First Minneapolis, originally named Financial 
Concepts Securities, was formed in 1970 as a subsidiary of 
Financial Concepts, Inc., a general life insurance company. 
As its broker-dealer registration with the Commission indi- 
cates, registrant was formed primarily to sell mutual fund 
shares. In March 1972, however, it began to engage in a 
general securities business, and in May of that year its 
name was changed to First Minneapolis Investment Corpo- 
ration." 


As the record indicates, registrant never attained a solid 
financial position. In January 1973, it voluntarily ceased 
doing business with the public, thereafter limiting its activi- 
ties to the delivery of customers’ funds and securities and to 
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liquidating transactions. On March 2, 1973, upon the appli- 
cation of the Securities Investor Protection Corporation 
(“SIPC”), a trustee was appointed by the United States 
District Court for the District of Minnesota to liquidate the 
businéss pursuant to the SIPA. A final report and account- 
ing have been filed. 


Petitioner Teig was a founder of Financial Concepts Securi- 
ties and of Financial Concepts, Inc., its parent. He served as 
president and treasurer of registrant from June 1970 until 
March 1972, and thereafter as vice president and secretary 
until February of the following year. Teig also served as a 
director of registrant from June 1970 until February 1972. 


A. 


1. The administrative law judge found that registrant, aided 
and abetted by Teig, yjolated Rule 15b3-1 under the Securi- 
ties Exchange Act. That rule requires the prompt filing of 
amendments on Form B-D correcting information in an 
application for broker-dealer registration, or in any amend- 
ment thereto, when any of the information in the application 
or amendments becomes inaccurate. We affirm. 


Initially, registrant failed at the time of filing its application to 
identify its directors and thereafter failed to correct that 
omission. Registrant also failed to amend its Form B-D to 
reflect a change in its presidency that occurred in November 
1972, and it never amended the form to report the change in 
the company’s general business from mutual fund sales to 
a general securities business. 


We find that Teig willfully aided and abetted a violation by 
registrant of Rule 15b3-1. As previously indicated, Teig was 
president of registrant from June 1970 until March 1972. 
During that time registrant filed a defective Form B-D that 
failed to identify its directors. That defect was not corrected 
during the time that Teig served as president or at any time 
thereafter. 


As we recently indicated in Richard C. Spangler, Inc., 
Securities Exchange Act Release No. 12104 (February 12, 
1976), 8 SEC Docket 1257, 1265: 


“A corporate broker-dealer’s president is responsible 
for seeing to it that the firm complies with all applica- 
ble requirements. And he retains that responsibility 
unless and until he reasonably delegates a particular 
function to another in the firm and neither knows nor 
has reason to believe that such other person's perfor- 
mance is deficient.’ 


Teig failed to satisfy this responsibility.° 


2. The administrative law judge also concluded that Teig 
aided and abetted registrant's violations of the net capital 
rule, Rule 15c3-1 under the Exchange Act, which were 
found to have occurred on September 29, 1972 and Janu- 
ary 17, 1973.4 Teig challenges only the September violation, 
asserting that it rests on the improper determination that an 
“error account” of one of registrant's salesmen was in fact 
an account of registrant. We conclude, as did the adminis- 
trative law judge, that the staff's determination to treat this 
account as a proprietary account of registrant was correct. 


As the record indicates, registrant's ordinary practice when 
customers refused to pay for securities they had ordered 
was to sell the securities and bill any resulting losses to the 
salesmen. In this case, however, the salesman was permit- 
ted to place securities refused by a customer in his own 
error account in order to enable him to attempt to dispose of 
them at a later time. The testimony of the operations 
manager establishes that there was no intent to transfer 
ownership of this stock to the salesman and look to him for 
payment. Thus, the salesman’s error account was, in fact, a 
proprietary account of registrant.5 As such, the market value 
of the long securities position carried in that account was 
subject to a 30% reduction which placed registrant in 
violation of the net capital rule. 


Teig maintains that responsibility for registrant's compliance 
with net capital provisions rested with Edward A. Leonard, 
the company’s executive vice president. Thus Teig urges 
that any violations of these requirements are attributable to 
Leonard, and that Teig cannot properly be held to have 
aided and abetted any violations registrant may have com- 
mitted. 


The record reveals, however, that Teig manifested a total 
disregard for the repeated warnings of Leonard that the 
firm’s trading practices would cause violations of the net 
capital rule. Leonard testified that his attempts to assure the 
firm's compliance were frustrated by the non-cooperative 
attitude of Teig and of James J. Chica, who was the 
company’s president at the time the violations in question 
occurred. Repeatedly, Leonard identified to them the nature 
of the firm's net capital problems and outlined the corrective 
actions required to assure compliance with Rule 15c3-1. 
Repeatedly, however, these warnings were ignored. Leon- 
ard’s own attempts to prompt salesmen to lower the trading 
positions that contributed to the net capital problems met 
with no success, and, notwithstanding his frequent admoni- 
tions to Teig and Chica, Leonard obtained no support in 
those efforts. Finally, in frustration, Leonard submitted for 
Teig’s and Chica’s signatures a memorandum attributing full 
responsibility for the company’s compliance with net capital 
requirements to them. Each signed the memorandum.§ 


Teig cannot find shelter in the assertion that primary re- 
sponsibility for compliance with the net capital rule rested 
with other persons. We think that his knowledge of the 
nature of the problem required him to take or demand steps 
to assure that it would promptly be corrected. At the very 
least, Teig should have encouraged Chica, president of the 
firm, to provide Leonard the support necessary to enable 
him to assure the firm’s compliance with net capital require- 
ments. Teig did not respond in this fashion, however. 
Instead, with clear knowledge of the likelihood that contin- 
uation of the firm’s trading practices would cause violations 
of the net capital rule, he did nothing. Under these circum- 
stances, we think that he can fairly be held to have willfully 
aided and abetted the violations that ensued. 


B. 


The administrative law judge further found that Teig aided 
and abetted registrant's violations of Section 17(a) of the 
Securities Act and Section 10(b) of the Exchange Act and 
Rule 10b-5 thereunder. These violations were predicated on 
a finding that registrant continued to effect securities trans- 
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actions without disclosing to its customers that it had been 
unable to pay for securities previously delivered. 


Decisions of this Commission establish that broker-dealers 
engaging in securities transactions with the public impliedly 
represent that they are able to meet their obligations as they 
mature and conduct their business in the usual manner 
and in accordance with trade custom.’ This principle has 
been repeatedly accepted by the federal courts,? and we 
reaffirm it here. Our examination of the record persuades 
us, however, that it fails to establish an adequate basis for 
invoking this ‘shingle theory of liability” in this case. 


First Minneapolis used the clearing services of a local bank. 
Under this procedure, broker-dealers would deposit with the 
bank all securities to be delivered out before noon of the 
day on which delivery was to be made. In turn, they 
subsequently would receive from the bank securities deliv- 
ered by other broker-dealers that they were purchasing for 
their customers. The agreement further provided that the 
bank would notify all participants of debit balances on a 
daily basis and that the broker-dealers would satisfy such 
debit balances on the day of notification. Failure to make 
such payments was considered to be a dishonor on the 
broker-dealer’s part and would prompt the bank to return the 
securities in question to the originating broker-dealers. 


The record indicates that on Friday, January 12, 1973, 
registrant was unable to pay for securities having a contract 
price of some $93,600. Similarly, on January 15, the follow- 
ing Monday, registrant again was unable to pay for securi- 
ties having a contract price of some $150,000. In each case, 
the securities were returned to the selling broker-dealers. 
On Tuesday, January 16, however, registrant was again ina 
position to pay for securities, having obtained an overnight 
loan from a bank which it repaid the following day. First 
Minneapolis. thereafter continued to engage in securities 
transactions without disclosing to its customers that it had 
been unable to pay for the securities it had ordered on the 
above two occasions. 


Registrant's bookkeeper testified that the company’s prac- 
tice was to make special arrangements for the clearance of 
large trades that matched corresponding purchases or sales 
by other broker-dealers. These trades customarily were 
delivered directly and matched against corresponding sales 
or purchases rather than sent through the bank's clearing 
system. This apparently was a common practice, and one 
that the staff does not question. 


In each of the above-described instances, however, the 
firm's nonpayments were prompted by failures of communi- 
cation that caused this matched-trade system to break 
down. In one case, registrant's bookkeeper was not adivsed 
of the large matched trade. In the other instance, regis- 
trant's bookkeeper was advised, and she alerted the re- 
sponsible individual in the corresponding firm, who there- 
after neglected to advise appropriate persons. In each case, 
these errors caused the trades to be improperly routed 
through the bank clearing system and imposed obligations 
that registrant could not meet. 


We do not regard these isolated instances as sufficient to 
give rise to an obligation to advise customers that registrant 
was unable to continue effecting securities transactions in 
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the normal manner. The instances established in this case 
represented isolated deviations from the normal pattern, not 
the kind of disability that gives rise to the disclosure 
obligation found here by the administrative law judge.? We 
therefore cannot sustain the finding that Teig aided and 
abetted registrant's violations of antifraud provisions. 


C. 


Although our examination of the record has persuaded us 
that it does not support some of the violations found below, 
we: do not believe that it would be in the public interest to 
reduce substantially the sanction that has been imposed. 
Petitioner's conduct in relation to registrant's violations of 
the net capital rule is particularly disturbing. The net capital 
rule provides an important safeguard for investors, and the 
conduct of business while in violation of that rule exposes a 
broker-dealers customers to a serious risk of loss.'° Teig’s 
violations in this case are aggravated®by the fact that he 
was repeatedly alerted to the existence of the problem and 
repeatedly refused to take or demand action to redress it. 
We cannot regard this repeated evasion of responsibility 
lightly. Thus, notwithstanding our reversal of a portion of the 
findings against Teig, we consider the appropriate sanction 
to be a bar from association with any broker or dealer with 
the proviso that, after four months, we will entertain Teig’s 
application to become so associated in a non-proprietary 
and non-supervisory capacity, upon a showing of adequate 
supervision. 


The order for proceedings charges Peter R. Super under 
Section 10(b) of the SIPA.'’ The sole allegations against 
him are that he was a vice president of registrant from June 1, 
1972 until February 23, 1973; that he served as registrant's 
director from February 12 to February 23, 1973; and that he 
owned approximately 16.7% of registrant's stock. The order 
also recites that, on March 2, 1973, a trustee was.appointed 
for registrant under the SIPA. No substantive violations of the 
federal securities laws are charged. 


The question presented in this appeal’? is whether the 
allegations of the complaint, together with the additional 
comments provided by the staff attorneys prosecuting the 
case, afforded Super “appropriate notice and opportunity for 
hearing” as to the basis on which the Commission would 
determine, pursuant to Section 10(b) of the SIPA, whether 
his bar or suspension from association with a broker or 
dealer would be “in the public interest.” 


A. 


We reject at the outset Super’s narrow interpretation of the 
Commission's powers under Section 10(b) of the SIPA. That 
section does not require that the imposition of sanctions 
necessarily be predicated on a finding that a respondent 
has violated substantive provisions of law. We cannot, 
however, conclude that a simple finding that the individual 
charged is a person falling within the reach of Section 10(b) 
is, standing alone, a sufficient basis for barring or suspend- 
ing that individual from association with a broker or dealer.'* 


Section 10(b) authorizes this Commission, after notice and 
opportunity for hearing, to determine that the bar or suspen- 
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sion from association with a broker or dealer of ‘‘any officer, 
director, general partner, owner of 10 per centum or more of 
the voting securities, or controlling person of any broker or 
dealer for whom a trustee has been appointed pursuant to 
this Act” would be in the public interest. In enacting Section 
10(b), Congress chose to treat brokers and dealers differ- 
ently from the individuals associated with those entities. 
Section 10(b) places on brokers and dealers the burden of 
establishing to our satisfaction that the public interest would 
be served by their continued operation as a business. In the 
case of certain individuals associated with such brokers or 
dealers, however, the Act requires that we find, after notice 
and opportunity for hearing, that the public interest would be 
served by imposing sanctions on them. 


We do not believe that Congress would have explicitly 
provided for notice and a hearing on the simple question of 
whether an individual was among the category of those 
potentially subject to sanction under Section 10(b). Neither 
do we believe that Congress contemplated that all of the 
persons potentially subject to sanction under that section be 
treated uniformly without regard to the possible differences 
in the roles they may have played in the events that led to 
the SIPC trusteeship. 


We consider it significant that the category of persons 
subject to potential sanction all share one common trait— 
each could reasonably be expected to be aware of the 
broker-dealer’s practices and financial condition and to take 
or demand action to avoid the financial collapse that leads 
to SIPC trusteeship. This fact, coupled with the fact that the 
fiscal irresponsibility and the resulting collapse of some 
broker-dealers during the sixties was the major motivating 
factor for passage of the Act, persuades us that failure to 
act in such a responsible manner can form the basis for a 
bar or suspension from association with a broker or dealer. 
Thus, simple neglect or nonfeasance can provide an ade- 
quate basis for sanction under Section 10(b), even in cases 
in which the conduct might not give rise to a finding of aiding 
and abetting a specific violation of the securities laws or 
support a charge of failure to supervise, provided adequate 
notice of the charge is given and an opportunity to defend 
against it is afforded. It follows, of course, that substantive 
violations of the federal securities laws or other laws can 
likewise form a basis for sanctions under Section 10(b) of 
the SIPA. 


B. 


We do not consider it necessary to require that the order for 
proceedings contain a precise statement on the basis on 
which the public interest determination is to be made. The 
essential requirement is simply that adequate notice be 
provided at a meaningful time in order to permit the party 
proceeded against the opportunity to submit a defense.'4 In 
resolving this broader issue, we must examine the entire 
proceeding to determine whether the party charged was 
adequately apprised of the basis on which the “public 
interest” determination would be reached and whether he 
was afforded a full opportunity to contest those facts and 
seek to justify his conduct.'5 


At the commencement of the hearing, Super asserted that 
he had no notice of the charges against him and moved that 
the proceeding against him be dismissed or, in the alterna- 


tive, that he be charged. The staff replied, “there is no 
substance for charges against Mr. Super,” but argued that 
the order for proceedings was sufficient to allow a determi- 
nation of the question of what, if any, remedial sanction 
might be appropriate in the public interest pursuant to 
Section 10(b) of the SIPA. After a denial of the motion 
without prejudice to its renewal, the hearing proceeded. 
Super again renewed his motion at the close of the Divi- 
sion’s case, but it was then denied without prejudice on the 
ground that Super’s failure to present the motion in writing 
had denied the Division an opportunity to reply.16 Without 
waiving his assertion as to the adequacy of notice of the 
charges against him, Super presented his defense. 


The point was again renewed following termination of the 
hearing, and the administrative law judge received written 
submissions on the issue. He then examined both the order 
for proceedings and the subsequent conduct of those pro- 
ceedings, and determined that the staff had failed to provide 
Super with adequate notice of the basis on which the public 
interest determination was to be made. 


As the law judge recognized, the question of the adequacy 
of notice is largely a question of fact, relating to the 
essential fairness of the entire proceeding. Recognizing that 
the order for proceedings provided respondent Super with 
no real notice of the basis on which the question of his 
possible sanction would be determined, the judge addition- 
ally examined the record of subsequent proceedings to 
determine whether effective notice was afforded by other 
means. He concluded that it was not.1” 


We have examined that record, especially those portions 
cited by the Division where there are some discussion of the 
range of issues that might be considered. Admittedly, the 
record does indicate that occasional reference was made to 
the relevance of Super’s conduct to the financial difficulties 
suffered by First Minneapolis. The administrative law judge 
nevertheless determined that such references were not 
sufficient to provide Super with adequate notice of the basis 
on which the Division would argue that the public interest 
would be served by his bar or suspension. In the final 
analysis, a somewhat subjective judgment must be made 
whether the cited instances provided notice that was “ade- 
quate.” 


In resolving this issue we must accord considerable defer- 
ence to the administrative law judge, whose opportunity to 
observe and participate in the proceedings provided him a 
perspective that we necessarily lack when we examine the 
written record. In this case, the question is by no means an 
easy one. We can, however, find no basis for upsetting the 
administrative law judge’s resolution of this issue. 


Accordingly, we shall affirm the law judge’s dismissal of 
these proceedings with respect to Super. 


An appropriate order will issue. 

By the Commission (Chairman HILLS and Commissioners 
LOOMIS and EVANS), Commissioner POLLACK not partici- 
pating. 


George A. Fitzsimmons 
Secretary 
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1On May 14, 1974, a judgment by default was entered 
finding that First Minneapolis violated Section 17(a) of the 
Securities Act and Sections 7(c)(1), 10(b) and 15(c)(3) of 
the Securities Exchange Act, as well as Rules 10b-5 and 
15c3-1 thereunder. In view of these findings, the company’s 
broker-dealer registration was revoked. 


Our findings in this case are based on our independent 
review of the record subsequently established in this admin- 
istrative proceeding, however, and not on this default judg- 
ment. 


2 See also Barraco & Company, 44 S.E.C. 539, 541 (1971); 
Weston and Company, Inc., 44 S.E.C. 692, 694-695(1971); 
and Collins Securities Corporation, Securities Exchange Act 
Release No. 11766 (October 23, 1975), 8 SEC Docket 250, 
256. 


3 We agree with petitioner, however, that the record estab- 
lishes no basis for concluding that he aided and abetted the 
violations of Rule 15b3-1 that occurred after he ceased to 
serve as president and Edward A. Leonard, the company’s 
executive vice president, assumed responsibility for assur- 
ing compliance with the rule. 


4 The judge determined that the evidence submitted in 
support of a charged net capital violation in December of 
1972 was not sufficiently reliable to support a finding of 
violation. 


5 Registrant executed the initial purchase and paid the 
broker on the other side of the trade. 


® The memorandum states, in pertinent part: 


“| have repeatedly warned you that our trading posi- 
tions are too high. 


| have done my best to advise you of the firm’s capital 
position and will continue to do so in the future. Since 
| do not have the authority to take the necessary 
corrective measures, | ask that you gentlemen ac- 
knowledge this memorandum and accept responsibil- 
ity for the firm’s compliance with all net capital rules 
and regulations.” 


7 Weston and Company, Inc., 44 S.E.C. 692 (1971); Ferris 
& Co., 39 S.E.C. 116 (1959); Harold G. Wise, 29 S.E.C. 542 
(1949). 


8 See Brennan v. Midwestern United Life Ins. Co., 286 F. 
Supp. 702, 707 (N.D. Ind. 1968), aff'd, 417 F.2d 147 (C.A. 
7, 1969); S.E.C. v. Universal Service Association, 106 F.2d 
232, 239 (C.A. 7, 1939). 


9 The staff points out that the record shows other occasions 
on which registrant was unable to pay for purchased securi- 
ties. These occasions do not bolster the case, however. The 
amended order for proceedings only charges cases of 
nonpayment that occurred from January to March 10, 1973. 
Earlier instances of nonpayment cannot be cited to establish 
violations of the antifraud provisions based on conduct that 
occurred during this period. 
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10 See Blaise D'Antoni & Associates, Inc. v. S.E.C., 289 
F.2d 276, 277 (C.A. 5, 1961); Churchill Securities Corp., 38 
S.E.C. 856 (1959). 


But for the intervention of SIPC and its provision of funds, 
the investors in this case would have suffered losses 
resulting from registrant's conduct. 


11 That section provides as follows: 


“ENGAGING IN BUSINESS AFTER APPOINTMENT 
OF TRUSTEE—It shall be unlawful for any broker or 
dealer for whom a trustee has been appointed pur- 
suant to this Act to engage thereafter in business as a 
broker or dealer, unless the Commission otherwise 
determines in the public interest. The Commission 
may by order bar or suspend for any period, any 
officer, director, general partner, owner of 10 per 
centum or more of the voting securities, or controlling 
person of any broker or dealer for whom a trustee has 
been appointed pursuant to this Act from being or 
becoming associated with a broker or dealer, if after 
appropriate notice and opportunity for hearing, the 
Commission shall determine such bar or suspension 
to be in the public interest.” 


12 We find Super’s assertion that the staff's petition for 
review was untimely and inadequate to be without merit. 


13 The Division appears to embrace this position, asserting 
that the order for proceedings established the basis on 
which the “public interest” question could have been deter- 
mined. 


14 See 1 Davis, Administrative Law, p. 525 (1958). As the 
United States Court of Appeals for the Second Circuit 
recognized in Jaffee & Co. v. S.E.C., 446 F.2d 387, 394 
(1971): 


“[A] primary purpose of notice is to permit the re- 
spondent a reasonable opportunity to prepare a de- 
fense against the theory of liability invoked by those 
who institute proceedings against it. A respondent 
may not reasonably be expected to defend itself 
against every theory of liability or punishment that 
might theoretically be extrapolated from a complaint 
or order if one were to explore every permutation of 
fact or law there alluded to or asserted.” 


18 CF. Jaffee & Co. v. S.E.C.., 446 F.2d 387, 392-393 (C.A. 
2, 1971). 


16 As the Division correctly points out, Super did not ask for 
a more definite statement of the evidence that it would offer 
regarding the public interest question. Under the circum- 
stances, however, we do not consider this factor to be of 
great moment. 


17 While observing that sufficient involvement by Super in 
the events leading to the appointment of the SIPC trustee 
appeared to have been shown to warrant a sanction had 
such conduct been properly charged, the judge determined 
that the absence of proper notice required that the proceed- 
ing against Super be dismissed. The law judge stated: 











“[A] study of those portions of the transcript cited by 
the Division covering colloquies between counsel and 
the presiding judge on the notice required under SIPA 
and the admissibility of evidence on the public interest 
issue neither suggests that Super or his counsel 
thereafter could have been expected to have any 
better idea of the specific nature of the Division’s 
allegations than they had obtained from reading the 
order nor indicates that the issue of Super’s negli- 
gence in the affairs of registrant referred to in the 
Division's briefs was litigated.” 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12812/September 17, 1976 


SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 59/September 17, 1976 


Admin. Proc. File No. 3-4368 
In the Matter of 


CARROL P. TEIG 
193 Garden View Drive 
Rosemount, Minnesota 


PETER R. SUPER 
5025 Madison Street, Northeast 
Minneapolis, Minnesota 


ORDER IMPOSING REMEDIAL SANCTION AND DIS- 
MISSING PROCEEDINGS 


On the basis of the Commission's opinion issued this day, it 
is ORDERED that Carrol P. Teig be, and hereby is, barred 
from being associated with any broker or dealer with the 
proviso that, after four months from the date hereof, he may 
apply to the Commission to become so associated in a non- 
proprietary and non-supervisory capacity, upon a showing 
that he will be adequately supervised; and it is further 
ORDERED that these proceedings with respect to Peter R. 
Super be, and they hereby are, dismissed. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12813/September 20, 1976 


In the Matter of 


] >? MIDWEST SECURITIES TRUST COMPANY 


120 South LaSalle Street 
Chicago, Illinois 60603 


(File No. SR-MSTC-76-9 


ORDER APPROVING RULE CHANGE SUBMITTED BY 
THE MIDWEST SECURITIES TRUST COMPANY RE- 
GARDING DIVIDENDS 


On July 2, 1976, the Midwest Securities Trust Company 
(“MSTC”), a wholly-owned subsidiary of the Midwest Stock 
Exchange, Inc., submitted a proposed rule change pursuant 
to Rule 19b-4 under the Securities Exchange Act of 1934 
(the “Act”) amending Sections 2 through 7 of MSTC Rule 6. 
The rule change provides that certificates representing 
stock dividends and similar distributions in respect of securi- 
ties in pledged positions are to be credited to the account of 
the pledgee, rather than that of the pledgor. MSTC will 
continue to credit cash dividends and cash-in-lieu of frac- 
tional shares in respect of securities in pledged positions to 
the account of the pledgor. 


In accordance with Section 19(b) of the Act and Rule 19b-4 
thereunder, the rule change was published in the Federal 
Register (41 Fed. Reg. 34134, August 12, 1976) and the 
public was invited to submit comments until September 2, 
1976. Notice of the filing and an invitation for comments 
also appeared in Securities Exchange Act Release No. 
12689, August 4, 1976. No letters of comment were re- 
ceived. 


The Commission has reviewed the MSTC submission and 
finds that the proposed rule change is consistent with the 
requirements of the Act and the rules and regulations 
thereunder applicable to registered clearing agencies. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change contained 
in File No. SR-MSTC-76-9 be, and hereby is, approved. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12814/September 20, 1976 


Admin. Proc. File No. 3-5083 
In the Matter of 
THE CHASE MANHATTAN CORPORATION 


ORDER INSTITUTING PROCEEDINGS AND FINDINGS, 
OPINION AND ORDER OF THE COMMISSION 
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The Commission deems it appropriate that proceedings be 
instituted with respect to The Chase Manhattan Corporation 
(“CMC”) pursuant to Section 15(c)(4) of the Securities 
Exchange Act of 1934 (“Exchange Act’)' to determine 
whether CMC's filings with the Commission pursuant to 
Section 13 of the Exchange Act and the Rules and Regula- 
tions promulgated thereunder were deficient in connection 
with the reporting of the overvaluation of trading account 
securities of The Chase Manhattan Bank, N.A. (“Chase 
Bank”). 


Simultaneously with the institution of these proceedings, 
CMC has submitted an Offer of Settlement for the purpose 
of disposing of the issues raised in these proceedings. 
Under the terms of its Offer of Settlement CMC, solely for 
the purpose of these proceedings, without admitting or 
denying any of the Findings set forth herein and on the 
understanding that nothing contained herein will constitute 
an admission or denial or adjudication with respect to any 
matter referred to herein, consents to the Findings and 
Order of the Commission. 


FACTS 
Background 


CMC is a bank holding company with executive offices 
located at One Chase Manhattan Plaza, New York, New 
York. CMC was incorporated on January 22, 1969 in 
Delaware and pursuant to an Agreement of Reorganization 
and Merger effective June 4, 1969, The Chase Manhattan 
Bank, N.A. (“Chase Bank”) became a wholly-owned subsid- 
iary of CMC. Chase Bank, the only significant subsidiary of 
CMC, is one of the largest commercial banks in the world. 
CMC's common stock is registered with the Commission 
pursuant to Section 12(b) of the Exchange Act and is traded 
on the New York Stock Exchange. According to unaudited 
financial statements there were 32,057,097 shares of CMC 
common stock outstanding at September 30, 1974. 


Included in the organization structure of Chase Bank in 
1974 was the Portfolio and Investment Banking Department 
(‘PIB’) which handled the securities investment portfolio 
and the trading account activities of Chase Bank. Trading 
account activities of PIB were conducted by the Dealer 
Group which acted as underwriter, dealer and market maker 
in United States Government, United States Government 
Agency and state and municipal tax-exempt bonds and 
notes. 


Procedure for Valuation of Trading Account Securities 


During 1974 it was Chase Bank’s practice for the Portfolio 
Accounting Department of its Operations Department to 
compile and record valuations of trading account securities 
on a monthly basis for financial reporting purposes. CMC 
represented in its filings with the Commission that, in 
accordance with generally accepted accounting principles, it 
valued its trading account securities for such reporting 
purposes at the lower of their cost or market value, except 
that beginning in 1974 U.S. Treasury Bills, which are 
discount securities, were reported at market value. Thus, 
where the market value for a security was less than its cost 
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or previously reported value, the value of the security was 
adjusted by a writedown to the market value and the 
difference was reflected as an unrealized loss for the period 
on CMC's financial records. 


In connection with these valuations, the Portfolio Accounting 
Department utilized those prices which appeared on either 
the Chase Manhattan Quote Sheet (‘Chase quote sheet’), 
a daily publication of Chase Bank prepared by the Dealer 
Group, which lists price quotations for United States Gov- 
ernment and United States Government Agency bonds as 
of 2:30 P.M. the previous day and is distributed to other 
banks and to bond dealers and brokers on a daily basis, or 
on Standard & Poor's blue list (“blue list”), which is a daily 
publication of Standard & Poors which reflectes price quota- 
tions for state and municiap! tax-exempt bonds and notes. 


Where Chase Bank did not make a market in a particular 
United States Government or United States Government 
Agency bond or where such security was not actively 
traded, the security was not listed on the Chase quote 
sheet. Similarly, where a state or municipal security was not 
actively traded, it did not appear in the blue list. In those 
instances where trading account securities included securi- 
ties which were not listed on either the Chase quote sheet 
or the blue list, the Portfolio Accounting Department sent a 
listing of such securities to the Dealer Group for valuation. 


In this connection the Portfolio Accounting Department 
prepared a monthly listing of inactively traded securities 
which were valued by the Dealer Group for internal control 
purposes. These monthly reports were used for financial 
reporting purposes and the results were incorporated into 
quarterly reports of the Dealer Group’s position. Quarterly 
reports, prepared on a “by-bond” basis, were circulated to 
selected members of Chase Bank’s management staff ap- 
proximately seven weeks after the close of the quarterly 
period. The trading account overvaluations described below 
could have been detected from these quarterly reports. 
Since the procedures in effect did not provide for an 
adequate review of the accuracy of the values placed upon 
the inactively traded securities priced by the dealer group 
under the direction of a senior vice president of Chase 
Bank, the overvaluations went undetected. 


The Overvaluation of the Trading Account 


During the period from on or about March 31, 1974 through 
June 1974, Chase Bank’s Dealer Group, in pricing certain 
securities at the end of the first and second quarterly 
periods of 1974, ascribed higher values to such securities 
than the then current bid quotations for those securities or 
comparable securities. These prices were lower than the 
cost of the securities. By virtue of these activities, the losses 
in trading account securities as reported by CMC for the first 
and second calendar quarters of 1974 were understated. 
Consequently, the net income for those two quarters was 
overstated as described below. 


The Announcement of the Overvaluations and the Filing of 
Amendments to the Form 10-Q Reports 


On October 2, 1974, CMC notified the staff of the Commis- 
sion by telephone and issued a press release announcing 
that the book value of the Chase Bank’s trading account 











securities of approximately $800 million had been recorded 
on its financial records at approximately $34 million in 
excess of the estimated market value as of September 30, 
1974. It was further announced that the resulting revaluation 


of trading account securities would cause an after-tax* 


charge of approximately $15 million against CMC's income 
before securities transactions for the nine-month period 
ended September 30, 1974, and that the financial reports of 
CMC and Chase Bank for the previously reported quarters 
of 1974 would be restated to the extent necessary. The 
press release stated that “there is no question but that 
extremely serious errors in judgment have been made” and 
that the resignation of the senior vice president in charge of 
the Dealer Group had been accepted. 


Form 10-Q requires certain financial information to be 
disclosed including, among other things, information relating 
to the company’s profit and loss, capitalization and stock- 
holder’s equity. 


On or about May 16, 1974 and August 15, 1974, CMC filed 
quarterly financial reports on Form 10-Q with the Commis- 
sion pursuant to Section 13(a) of the Exchange Act and 
Rule 13a-13 thereunder, for the three and six-month periods 
ended March 31, 1974 and June 30, 1974, respectively. By 
reason of the overvaluation described above, these reports 
were deficient as follows: 


1. CMC’s Form 10-Q for the three-month period ended 
March 31, 1974 reflected a net income of $42,652,000 or 
$1.33 per share which was overstated by $6,630,000 or 21 
cents per share. This represented an overstatement in net 
income of approximately 18%. 


2. CMC’s Form 10-Q for the three-month period ended 
March 31, 1974 reflected an increase in net income of 10 
cents per share over the 1973 first quarter, when it should 
have reflected a decrease in net income of 11 cents per 
share when compared to 1973's first quarter. 


3. CMC's Form 10-Q for the three-month period ended 
March 31, 1974, reflected losses in trading account securi- 
ties totalling $7.5 million when in fact such losses totalled 
$22.2 million. 


4. CMC’s Form 10-Q for the six-month period ended June 
30, 1974, reflected a net income of $86,445,000 or $2.70 
per share which was overstated by $12,435,000 or 39 cents 
per share. This represented an overstatement in net income 
of approximately 17%. 


5. CMC’s Form 10-Q for the six-month period ended June 
30, 1974, reflected an increase in net income of 30 cents 
per share over the comparable period for 1973, when it 
should have reflected a decrease in net income of 9 cents 
per share when compared to the first six months of 1973. 


6. CMC’s Form 10-Q for the six-month period ended June 
30, 1974 reflected losses in the trading account securities 
totalling $10.3 million when in fact such losses totalled 
$37.8 million. 


On November 14, 1974, CMC filed with the Commission 
amendments to the 10-Q reports for the periods ended 
March 31, 1974 and June 30, 1974. The amendments 


reflected the downward revaluation of trading account secu- 
rities and the concomitant effect of such revaluation on 
CMC's operating results for the two periods. 


ll 
OTHER CIRCUMSTANCES 


CMC has requested that the following circumstances and 
CMC's understanding of certain facts be considered by the 
Commission. 


1. The senior vice president whose acts directly caused the 
overvaluation was a highly regarded senior officer of CMC 
and of Chase Bank. He was recognized in the bond dealer 
business as among the foremost in competence and integ- 
rity. Since the prior conduct of such officer over many years 
gave no indication to senior management that a departure 
from Chase Bank’s valuation policy might occur, his differ- 
ent basis of valuation under the then depressed condition in 
the government and municipal markets could not reasona- 
bly have been anticipated. Determination of market values 
for government agency and municipal issues that are not 
actively traded involve an element of judgment. 


2. The accounting, valuation and internal control procedures 
of Chase Bank in effect at the time did not require inde- 
pendent verification of the valuation of trading account 
securities. On September 30, 1974, as a result of a decision 
of the officer in charge of PIB to change and improve the 
procedures to provide for verification by independent valua- 
tion, it was discovered that the account had been overval- 
ued. Between September 30, 1974 and October 2, 1974, 
Chase Bank made an in depth investigation to determine 
the extent of the overvaluation. Specifically, senior manage- 
ment called immediately for determination of the amount of 
overvaluation, a public announcement of the facts and 
prompt notification to the Commission's staff. Senior man- 
agement met with the Board of Directors on October 2, 
1974 at which time the Board took various actions which 
included directions to establish, in consultation with CMC’s 
independent accountants, revised accounting and audit 
control procedures to eliminate the possibility of recurrence. 


3. Pursuant to the directions of the Board of Directors and of 
senior management, Chase Bank promptly initiated steps to 
establish revised accounting, valuation and auditing proce- 
dures which were subsequently adopted and promptly put 
into effect as ‘Accounting Procedures For the Monthly 
Valuation of the Trading Account Securities Inventory” by 
the Financial Controls Group of CMC and as “General 
Auditing Department-Trust Audit Division-Municipal Bond 
Trading Account” by the General Auditor of CMC. Under 
these procedures, supervisory responsibility for the monthly 
valuation of trading account securities for financial reporting 
purposes of the Bank is vested, not in the Bank's Dealer 
Group, which includes the Senior Vice President in charge 
of the Dealer Group and the Vice President in charge of the 
Municipal Securities Division, but in the Department Execu- 
tive of the Treasury Department of the Bank and the 
Treasurer of CMC (or, in his absence, a Senior Vice 
President of the Bank, not a member of the Dealer Group, 
designated by the Chief Financial Officer of CMC or the 
Bank). In connection with the adoption of these procedures, 
the Vice President in charge of the Municipal Securities 
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Division has undertaken with the Commission not to super- 
vise the monthly valuation of trading account securities for 
financial reporting purposes for the Bank or any other 
financial institution except that after a period of 180 days he 
may apply to the Commission for permission to do so. 


4. CMC made available for interview by the staff of the 
Commission senior officials, including the Chairman, the 
President, the Vice Chairman and all other officers and 
employees requested by the staff, and likewise submitted to 
the staff of the Commission all relevant information and 
documents in the files of CMC and of Chase Bank re- 
quested by the staff. 


5. CMC promptly took appropriate action to inform the staff 
of the Commission and to make public disclosure as set 
forth under “The Announcement of the Overvaluations and 
the Filing of Amendments to the Form 10-Q Reports.” 


lt 
FINDINGS 


1. We find that certain trading account securities of Chase 
Bank were overvalued, which overvaluations were incorpo- 
rated in the Form 10-Q's for the three and six-month periods 
ending March 31, 1974 and June 30, 1974, respectively. 


2. We find that the control procedures of Chase Bank prior 
to October 1, 1974 regarding trading account securities 
were not adequate to review the accuracy of values placed 
upon the securities by the Dealer Group under the direction 
of a senior vice president of Chase Bank. 


3. We find that CMC filed deficient financial reports on the 
Form 10-Q with the Commission on May 16 and August 15, 
for the three-month period ended March 31, 1974 and the 
six-month period ended June 30, 1974, respectively, in that 
CMC’s total and per share net income was overstated and 
its bond trading account losses for said periods were 
understated. 


4. We find that the overvaluations which existed in the 
trading account securities caused CMC to file deficient 
quarterly financial reports on Form 10-Q with the Commis- 
sion for the three and six-month periods ending March 31, 
1974 and June 30, 1974, respectively. 


5. We find that CMC’s restatement of CMC’s net income 
resulted in a decrease in earnings performance for the 
three-month period ending March 31, 1974 and the six- 
month period ending June 30, 1974 when compared to the 
same periods in 1973. 


IV 
ORDER 
In view of the foregoing we deem it appropriate and in the 
public interest to accept the Offer of Settlement of CMC and 
accordingly IT IS ORDERED that such proceedings be, and 
they are, instituted. 


IT IS FURTHER ORDERED that CMC amend its Form 10-Q 
reports filed with the Commission for the three-month period 
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ended March 31, 1974 and the six-month period ended 
June 30, 1974, by filing therewith a copy of this Order. 


IT IS FURTHER ORDERED that CMC continue to comply 
with the aforementioned revised accounting and valuation 
procedures and internal audit program (or procedures and 
programs providing at least substantially equivalent safe- 
guards) which have heretofore been adopted and imple- 
mented as follows: 


1. Chase Bank has adopted and implemented revised 
monthly accounting and valuation procedures with respect 
to trading account securities involving greater reliance on 
valuations made independently of Chase Bank; and 


2. Chase Bank has ‘adopted and implemented a revised 
internal audit program with respect to trading account secu- 
rities carried out by its General Auditor, reporting to the 
Board of Directors, which calls for independent verification 
by the General Auditor of valuations of trading account 
securities pursuant to the procedures described in clause 1 
above. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





1 Section 15(c)(4) of the Exchange Act provides in part that 
if the Commission finds, after notice and opportunity for 
hearing, that any person subject to the provisions of Section 
12, 13 or subsection (d) of Section 15 of this title or any rule 
or regulation thereunder has failed to comply with any such 
provision, rule or regulation in any material respect, the 
Commission may publish its findings and issue an order 
requiring such person to comply with such provision or such 
rule or regulation thereunder upon such terms and condi- 
tions and within such time as the Commission may specify 
in such order. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12815/September 20, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5743/September 20, 1976 
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The SEC has announced that the specified securities of the 
following companies have become listed on the following 
exchanges: 


New York Stock Exchange, Inc.—Colt Industries, Inc., 
$4.25 cumulative preferred stock, convertible Series 
A, par value $1 per share and common stock par 
value $1 per share and $1.60 cumulative preferred 
stock, convertible Series A, par value $1 per share 
(all effective as of August 1, 1976); Mobil Corp., 
common stock, $7.50 par value and 81/2% deben- 
tures, due 2001 (both effective as of August 11, 
1976); Seligman & Latz, Inc., common stock, par 
value $1 per share (effective as of September 11, 
1976); United Technologies Corp., $7.32 cumula- 
tive Dividend Convertible preferred stock, par value 
$1 (effective as of August 16, 1976); and Varo Inc., 
common stock, par value $.10 per share (effective 
as of August 14, 1976). 

American Stock Exchange—A.P.S., Inc., common 


stock, par value $1 per share (effective as of 
September 16, 1976). 


Pacific Stock Exchange—Colt Industries, Inc., $1.60 
cumulative preferred stock, convertible Series A, 
par value $1 per share and $4.25 cumulative pre- 
ferred stock, convertible Series D, par value $1 per 
share and common stock, par value $1 per share 
(all effective as of August 22, 1976). 


Midwest Stock Exchange—Colt Industries, Inc., 
$1.60 cumulative preferred stock, convertible Series 
A, par value $1 per share and common stock, par 
value $1 per share (both effective as of August 1, 
1976). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12817/September 20, 1976 


In the Matter of 


PACIFIC STOCK EXCHANGE INCORPORATED 
618 South Spring Street 
Los Angeles, California 90014 


(SR-PSE-76-29) 
ORDER APPROVING PROPOSED RULE CHANGES 


On August 9, 1976, the Pacific Stock Exchange Incorpo- 
rated (“PSE”) filed with the Commission, pursuant to Sec- 
tion 19(b) of the Securities Exchange Act of 1934 (the 
“Act”), as amended by the Securities Acts Amendments of 
1975, and Rule 19b-4 thereunder, copies of proposed rule 
changes. The proposed rule changes amend Sections 39 
and 84 of Rule VI of the PSE Rules, to enable Options Floor 
Officials to impose fines not exceeding $1,000 on members 
for conduct on the PSE Options Trading Floor violative of 
the Exchange’s Rules and Policies. 


Notice of the proposed rule changes together with their 
terms of substance was given by publication of a Commis- 
sion Release (Securities Exchange Act Release No. 12699, 
August 10, 1976), and by publication in the Federal Regis- 
ter (41 Fed. Reg. 34717, August 16, 1976). 


The Commission finds that the proposed rule changes are 
consistent with the requirements of the Act and the rules 
and regulations thereunder applicable to registered national 
securities exchanges, and in particular, the requirements of 


Sections 6 and 19, and the rules and regulations thereun- 
der. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed rule 
changes be, and they hereby are, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12818/September 21, 1976 


Admin. Proc. File No. 3-4311 

In the Matter of the Application of 
WINSTON H. KINDERDICK 
3329 Princess Lane 

Dallas, Texas 


For Review of Disciplinary Action Taken by the 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 


OPINION OF THE COMMISSION 


REGISTERED SECURITIES ASSOCIATION—REVIEW OF 
DISCIPLINARY PROCEEDINGS 


Violations of Rules of Fair Practice 


Unsuitable Recommendations in Transactions Involving Mu- 
tual Fund Shares 


Failure to Comply with Statement of Policy on Investment - 
Company Sales Literature 


In proceedings for review of disciplinary action taken by 
registered securities association, findings that registered 
representative of a member made recommendations to 
customers in mutual fund transactions that he had no 
reasonable grounds for believing were suitable on the basis 
of customers’ financial situations and needs, and that the 
registered representative prepared and used investment 
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company sales literature which did not conform to the 
Commission's Statement of Policy thereon, affirmed, and 
sanctions imposed therefor, sustained. 


APPEARANCES: 


Khent H. Rowton, of Lee, Douglas, Pletcher and Casterline, 
for applicant. 


Lloyd J. Derrickson and Dennis C. Hensley, for the National 
Association of Securities Dealers, Inc. 


Review proceedings with respect to a decision dated May 9, 
1974 by the Board of Governors of the National Association 
of Securities Dealers, Inc. Oral argument was waived. 


1 
i 


Winston H. Kinderdick, who during the relevant period was 
a registered representative with Clark & Clark Securities, 
Inc., a member of the National Association of Securities 
Dealers, Inc., (“NASD”), seeks review of disciplinary action 
taken against him by the NASD. The NASD found that 
Kinderdick violated Article Ill, Sections 1 and 2 of the 
Association’s Rules of Fair Practice’ in two respects: (1) He 
recommended and effected transactions in investment com- 
pany shares for certain customers when he had no reason- 
able grounds for believing that the recommendations were 
suitable to the financial situations and needs of the cus- 
tomers in question; and (2) He prepared a written compari- 
son and recommendation of investment company shares in 
contravention of the Commission's Statement of Policy 
regarding advertising and supplemental sales literature 
used in the sale of shares of such companies. 


The NASD's Board of Governors affirmed the penalties 
imposed on Kinderdick by its District Committee; a fine of 
$2,500 and censure. In addition, the Board imposed a ten- 
day suspension from association with any NASD member.? 
Costs were also assessed against Kinderdick. 


iH 


Kinderdick contends that the record fails to show that he 
made recommendations unsuitable to the financial situa- 
tions of his customers. We find the contrary to be true. The 
record fully supports the findings of the NASD that Kinder- 
dick made unsuitable recornmendations involving switching 
of investors from one mutual fund to another,? and the 
incurrence, in numerous instances, of successive sales 
commissions by the investors. Needless to say, this practice 
worked to the financiai disadvaniage of Kinderdick’s cus- 
tomers, and generated substantial commissions for Kinder- 
dick. It is oniy necessary to discuss the following transac- 
tions involving Kinderdick’s customers to iilustrate the pat- 
tern of behavior properly found by the NASD to be in 
violation of suitability requirements. 


in the case of Mrs. P., and elderly widow, seven switches 
from one mutual fund to another occurred during a period of 
approximately tewnty months. A majority of the switches 
involved additional sales loads which were paid by Mrs. P. 
Kinderdick attempts to justify some of the transactions by 
claiming that Mrs. P. desired to incur losses for incorne tax 
purposes and that he recommended the fund that was 
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currently endorsed by Clark & Clark. AS the NASD pointed 
out, such explanations fail to explain the volume of switch- 
ing transactions which occurred in the account. 


Mrs. |. H., a 79-year old widow, was switched from a fund 
she had held for eight to ten years into a no-load fund.4 She 
was then switched from that fund to another no-load fund, 
and finally to a load fund. These three switches occurred 
within a period of thirteen months. Kinderdick testified that 
the first switch was to a fund with similar investment 
objectives to the one which Mrs. |. H. had held for a number 
of years, the purported motive being “better performance.” 
The second switch, according to Kinderdick, was made 
because Mrs. |. H. wanted to get into a fund with a monthly 
withdrawal plan, and the last switch was to get her into a 
fund with “better performance.” The NASD did not find 
these explanations credible, nor do we. 


The record indicates that, upon Kinderdick’s recommenda- 
tion, Mrs. M., an 89-year old widow, sold her shares in an 
income mutual fund which she had held for three to four 
years and reinvested the proceeds in a growth mutual fund. 
The customer's reason for this action, according to Kinder- 
dick, was her desire to eliminate the name of her stepson 
from the shares. There does not appear to have been any 
change in Mrs. M.'s investment objective, financial situation 
or needs at the time these transactions occurred. In light of 
the customer's purported purpose for the transactions, the 
NASD found that the switch was improper. Mrs. M.'s objec- 
tive could have been carried out without changing from one 
fund to another, and the switch caused Mrs. M. to pay an 
additional sales commission. 


Kinderdick testified that another customer, Mr. E., was an 
unsophisticated investor and that he requested a switch 
from one fund to another because the mutual fund which he 
held was not quoted in a newspaper. This testimony is in 
conflict with a letter written by Mr. E., and considered by the 
NASD, which stated that Kinderdick requested permission 
to make the switch. The NASD considered it inconceivable 
that a customer whose objective was growth would liquidate 
a fund which had appreciated in value during the nine 
months it has been held, and pay a substantial sales 
commission to acquire another fund, solely because of the 
lack of a newspaper quote. 


Mrs. F. H. was another elderly widow who was one of 
Kinderdick’s customers. During a three-year period, Kinder- 
dick executed ten transactions in Mrs. F. H.'s account 
involving mutual fund shares, five of which involved 
switches. Kinderdick produced an affidavit by Mrs. F. H. at 
the hearing before the NASD’s Board of Governors which 
states, generally, that Mrs. F. H. was satisfied with the 
handling of her account. The NASD found that the switches 
involved different funds with the same or similar investment 
objectives, and the purchases could have resuited in lower 
commissions to Mrs. F. H. had they been combined to 
purchase a single fund. We agree with the NASD finding 
that Kinderdick’s recommendations were unsuitable. 


We need go no further in examining the transactions where 
Kinderdick switched his customers from one mutual fund to 
another. Mutual fund shares generally are suitable only as 
long-term investments and cannot be regarded as a proper 
vehicle for short-term trading, especially where such trading 





involves new sales loads. A pattern of switches from one 
fund to another by several customers of a registered repre- 
sentative, where there is no indication of a change in the 
investment objectives of the customers and where new 
sales loads are incurred, is not reconcilable with the concept 
of suitability.5 


Kinderdick argues that the NASD’s charge of unsuitable 
recommendations cannot be sustained because the NASD 
failed to introduce evidence concerning the actual financial 
and investment needs of the customers whose accounts are 
involved. But where, as here, a pattern of similar switching 
transactions in fund shares is established, it is incumbent 
upon the person responsible to demonstrate the unusual 
circumstances which justified such a clear departure from 
the manner in which investments in mutual funds are 
normally made.® Kinderdick failed to introduce evidence 
showing that he had any reasonable grounds to believe that 
his recommendations to switch from one fund to another 
were suitable. Moreover, his explanations were not only 
implausible, but affirmatively demonstrated the lack of any 
reasonable basis for the pattern of mutual fund switching he 
induced in his customers’ accounts. 


Kinderdick also argues at some length that the record 
before us fails to show that he engaged in excessive trading 
or “churning” of mutual fund shares. The NASD’s allega- 
tions and findings of unsuitable recommendations involving 
mutual fund shares do not depend upon excessive trading. 
Furthermore, in light of our discussion of the practice of 
switching, it is clear that such transactions are sufficient to 
justify a finding of conduct comparable to “churning” of 
other kinds of securities. 


Accordingly, we sustain the NASD's findings of violations of 
Sections 1 and 2 of Article Ill of the NASD’s Rules of Fair 
Practice on the basis of unsuitable recommendations made 
by Kinderdick. 


The NASD also found that Kinderdick, in preparing and 
using certain sales literature, did not conform to our State- 
ment of Policy,’ in violation of Article Ill, Section 1 of the 
NASD's Rules of Fair Practice. 


The sales literature consisted of a one-page, hand-written 
comparison of the yield to be expected from investments in 
two mutual funds, and the yield of a bank savings account. 
Kinderdick admitted preparing the material and has con- 
ceded that it does not conform to the requirements of the 
Statement of Policy. He maintains, however, that the mate- 
rial was not “sales literature” to which the statement ap- 
plies, that it was prepared as a courtesy for a Mrs. Mc. at 
her request, and that the material was not used to induce 
the purchase of mutual fund shares because Kinderdick 
knew at the time the material was prepared that Mrs. Mc. 
was not a suitable purchaser. In support of this contention, 
Kinderdick asserts that no sale was made to Mrs. Mc. 


We agree with the NASD that the material in question 
constitutes sales literature within the meaning of the State- 
ment of Policy. That statement defines sales literature to 
include any communication by a dealer “to induce the 
purchase of shares of an investment company.” The written 


statement in the material appears under the heading ‘‘Rec- 
ommendations (sic) for Mrs. Mc.” Moreover, the comparison 
states categorically what each investment “will have” in ten 
years, without any qualifying statement whatsoever. Kinder- 
dick testified that he intended to show in the document what 
Mrs. Mc. could have had if she had invested in mutual funds 
in the past, rather than what she would have in the future. 
An examination of the document, which uses the future 
tense throughout in referring to the value of an investment, 
clearly belies Kinderdick’s assertions as to his intention to 
present historical data. Kinderdick’s assertion that the pur- 
pose of his meeting with Mrs. Mc. did not concern any future 
investment by her in mutual funds is inconsistent with his 
acknowledgment that the material was prepared to supple- 
ment advertising Mrs. Mc. had previously received. More- 
over, Kinderdick’s testimony indicates that he prepared the 
material prior to the time he learned that Mrs. Mc. was 
unable to make a purchase. We agree with the NASD’s 
position that the term “to induce the purchase of shares of 
an investment company” ® is not confined only to those 
situations in which a sale actually results. The NASD was 
fully warranted in finding that the material in question 
constituted sales literature. Accordingly, we affirm the 
NASD's finding of violation. 


IV 


In summary, the record fully supports the NASD’s finding of 
a pattern of unsuitable recommendations by Kinderdick, 
consisting of the switching of investors from one mutual 
fund to another, which cannot be explained or justified. 
Moreover, the document entitled “Recommendations for 
Mrs. Mc.” not only violates the Statement of Policy, as found 
by the NASD, but contains obvious misrepresentations 
regarding returns on investments which were to be ex- 
pected from specified funds in future years. In view of this 
course of conduct, we cannot find the sanctions imposed by 
the NASD on Kinderdick excessive or oppressive. Rather, 
they are relatively mild under the circumstances. Therefore, 
the NASD’s sanctions are affirmed. 


An appropriate order will issue. 


By the Commission (Chairman HILLS and Commissioners 
LOOMIS, EVANS and POLLACK). 


George A. Fitzsimmons 
Secretary 





1 Section 1 of Article Ill requires the observance of high 
standards of commercial honor and just and equitable 
principles of trade. Section 2 requires reasonable grounds 
for believing that a recommendation to a customer of the 
purchase, sale or exchange of securities is suitable. In an 
interpretation of Section 2, the NASD characterizes trading 
in mutual fund shares, particularly on a short-term basis, as 
activity “which on its face may raise the question of rule 
violation.” NASD Manual § 2152, p. 2052. 


2 Kinderdick argues that the Board of Governors cid noi 
have jurisdiction to increase his sanction by adding a 19-0: 

suspension to the $2,500 fine and censure imposes by the 
District Committee. His argument is apparently based on the 
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fact that he did not appeal the District Committee’s decision. 
Another respondent in this proceeding, not now before us, 
appealed that decision to the Board of Governors. Kinder- 
dick received a notice of the hearing before the Board and, 
in a subsequent letter, the NASD advised Kinderdick that 
the Board would review the matter in its entirely. The 
decision to review a matter in its entirety, rather than limit 
the review to the person who makes such application, is 
within the Board’s discretion under Rule 15(a) of the 
NASD’s Code of Procedure for Handling Trade Practice 
Complaints. NASD Manual § 3014 p. 3025-3. Kinderdick 
attended the hearing before the Board of Governors but did 
not introduce any new evidence. After the Board announced 
its decision, Kinderdick claimed surprise at the increase of 
his sanction. Thereafter, the Board held an additional hear- 
ing for the purpose of affording Kinderdick the opportunity to 
introduce further evidence. After consideration of that evi- 
dence, the Board refused to modify the sanction imposed 
upon Kinderdick. Kinderdick having received a second hear- 
ing before the Board of Governors, we see no substance to 
his claim of unfairness. Moreover, we note that the Board of 
Governors has.the power to increase the sanctions imposed 
by a District Committee. Remmele & Co., Securities Ex- 
change Act Release No. 10624 (January 31, 1974), 3 SEC 
Docket 456, 457-458. 


3 “Switches” are transactions wherein shares of one com- 
pany are redeemed and all or part of the proceeds are used 
to purchase other shares. Thomas Arthur Stewart, 20 
S.E.C. 196 (1945). 


4 Kinderdick received a commission on the sale of no-load 
funds from Clark & Clark. Compensation was received by 
the firm from the no-load funds which it sold to its customers 
from commissions on directed orders. The NASD found, 
and we agree, that applicant had as much of a financial 
interest in effecting a no-load transaction as a load transac- 
tion. 


5 This was explicitly recognized in the 1963 Special Study, 
which noted in regard to the frequent switching of investors 
from one mutual fund to another that: 


“Except in unusual cases, a switching transaction is 
analogous to ‘churning’ or overtrading an account in 
listed or over-the-counter securities, and violates the 
NASD suitability rule.” Report of Special Study of 
Securities Markets of the Securities and Exchange 
Commission, Part 4, p. 151 (1963). 


See also Charles E. Marland & Co., Inc., Securities Ex- 
change Act Release No. 11065 (October 21, 1974), 5 SEC 
Docket 313, 314. 


® See Russell L. Irish, 42 S.E.C. 785 (1965), affid, 367 F.2d 
637 (C.A. 9, 1966), where the respondent advanced several 
reasons to explain the switching of his customers from one 
mutual fund to another and the incurrence by them of 
successive sales loads. The Commission noted that the 
respondent, in switching customers from one mutual fund to 
anociher, engaged in a policy that was highly profitable to 
himself and detrimental to his customers. 42 S.E.C. at 733. 
In ruling on the reasons the respondent advanced (e.g., to 
generate tax advantages for his customers and that he lost 
faith in a fund's management) for the switching, the Com- 
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_ mission stated: “While an occasional switch from a fund of 
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one type to that of another might have been justified in a 
particular situation, the volume of switching evidenced in 
this case cannot be explained on the basis of the considera- 
tions advanced by registrant.” (Footnote omitted) Id. at 740. 
See also Charles E. Marland & Co., Inc., supra. 


7 Our Statement of Policy regarding investment company 
sales literature sets forth for the guidance of issuers, 
underwriters and dealers certain types of representations, 
whether express or implied, considered to be materially 
misleading and violative of statutory standards. The NASD 
administers the Statement of Policy as part of its system of 
industry self-regulation and requires the filing of sales 
literature prepared by, or especially for, its members. NASD 
Manual §§5001-02, 5107-17, pp. 5011, 5021-32. 


8 NASD Manual §5102, p. 5021. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12818/September 21, 1976 


Admin. Proc. File No. 3-4311 
In the Matter of 

WINSTON H. KINDERDICK 
3329 Princess Lane 

Dallas, Texas 


For Review of Disciplinary Action taken by the 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 


ORDER AFFIRMING DISCIPLINARY ACTION TAKEN BY 
REGISTERED SECURITIES ASSOCIATION 


On the basis of the Commission's opinion issued this day, it 
is 


ORDERED that the sanctions imposed and the costs as- 
sessed by the NASD against Winston H. Kinderdick be, and 
they hereby are, affirmed. 

By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12819/September 21, 1976 





NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-76-21 


The American Stock Exchange, Inc. (‘Amex’) submitted on 
September 15, 1976 a proposed rule change under Rule 
19b-4 to amend Amex Rules 915 and 916 regarding the 
approval and withdrawal of approval of stocks underlying 
exchange traded options. 


Publication of the submission is expected to be made in the 
Federal Register during the week of September 20, 1976. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings 
to determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 30 days from the date of publication in the Federa/ 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-Amex-76-21. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12820/September 21, 1976 


A notice has been issued giving interested persons until 
October 2 to request a hearing on an application of the 
Philadelphia Stock Exchange, Inc. for unlisted trading privi- 
leges in the common stock of Giddings & Lewis Inc. and 
Mid-Continent Telephone Corporation. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12821/September 21, 1976 


On August 4, 1976 the Chicago Board Options Exchange, 
Inc. filed an application for unlisted trading privileges in the 


American Express Co. 

Anheuser-Busch, Inc. 

Combined Insurance Company of America 
Connecticut General Insurance Corporation 

NCNB Corporation 

Pennzoil Offshore Gas Operators, Inc. (Class B stock, 
$1.00 par value) 

Tampax Inc. 


The time designated as the final date for any comment on 
the application or any request for a hearing has been 
extended from September 10, 1976 to October 12, 1976. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12822/September 21, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE TAD DEPOSITORY CORPORATION (File No. SR- 
TAD-76-2) 


The TAD Depository Corporation (‘TAD’) submitted on 
September 10, 1976, a proposed rule change, pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934, for 
the implementation of a Pledged Securities Service through 
book-entry procedures. The proposed service would permit 
members of the depository to pledge their shares on deposit 
with TAD as collateral to secure loans. 


Publication of the submission is expected to be made in the 
Federal Register during the week of September 27, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within twenty- 
one days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission. Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-TAD-76-2. 


Cies of the submission, with accompanying exhibits, and of 
all written comments will be available for public inspection at 
the Securities and Exchange Commission's Public Refer- 
ence Room 1100 L Street, N.W., Washington, D. C. Copies 
of the filing will also be available at the principal office of the 
above-mentioned self regulatory organization. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





common stock and other specified securities of the following SECURITIES EXCHANGE ACT OF 1934 


companies: 


Release No. 12823/September 22, 1976 
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Admin. Proc. File No. 3-4606 
In the Matter of 


DONALD WILLIAM COLLINS 
doing business as 


DONALD W. COLLINS COMPANY 
1237 Delaware Avenue 
Buffalo, New York 


For Review of Disciplinary Action Taken by the 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. ' 


OPINION OF THE COMMISSION 


REGISTERED SECURITIES ASSOCIATION—REVIEW OF 
DISCIPLINARY PROCEEDINGS 


Violations of Rules of Fair Practice 


Where member of registered securities association illegally 
sold unregistered securities and failed to make adequate 
inquiry as to the legality of the offering, failed to maintain 
adequate books and records, employed salesmen not prop- 
erly registered with the association, and failed to make 
required disclosures in confirmations to customers, associa- 
tion’s findings that such conduct violated its rules of fair 
practice sustained, and sanctions affirmed. 


APPEARANCES: 
William Prifty, for Donald William Collins. 


John F. Mylod, Jr., for the National Association of Securities 
Dealers, Inc. 


Donald William Collins (‘Collins” or “‘applicant’), who did 
business during the relevant period as Donald W. Collins 
Company (the “‘firm’), a member of the National Association 
of Securities Dealers, Inc. (“NASD”), seeks review of disci- 
plinary action taken against him by the NASD.’ The NASD, 
upon finding that applicant violated various sections of 
Article Ill of its Rules of Fair Practice, expelled the firm from 
membership, censured Collins, barred him from association 
with any NASD member, and assessed costs. 


The NASD found that Collins’ conduct violated its Rules of 
Fair Practice in the following respects: 


1. Between January 1, 1972 and February 1, 1973, Collins 
sold $341,000 worth of “certificates of indenture” issued by 
International Scanning Devices, Inc. (‘ISD’). Those certifi- 
cates, which were issued to 103 customers, were securities 
as defined by the Securities Act, and the offering was 
required to be, but was not, registered under that Act. The 
NASD found Collins’ conduct in this respect to be in 
violation of Sections 1 and 18 of Article Ill of its Rules of Fair 
Practice.? 


2. Between November 1971 and November 1972, Collins 
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failed to maintain books and records as required by Rules 
17a-3 and 17a-4 under the Securities Exchange Act. The 
NASD found that Collins thereby violated Sections 1 and 21 
of Article III of its Rules of Fair Practice.? 


3. Collins permitted four individuals to engage in the securi- 
ties business as his employees prior to the effective dates of 
their registration with the NASD as representatives of his 
firm. The NASD found Collins’ conduct in this respect to be 
a violation of Section 1 of Article Ill of its Rules of Fair 
Practice. 


4. Collins failed to disclose to his customers on confirmation 
of securities transactions whether he was acting in the 
capacity of a broker or dealer. The NASD found this failure 
to be a violation of Sections 1 and 12 of Article Ill of its 
Rules of Fair Practice.4 


We find that (1) Collins did engage in (and omit) the acts 
which the NASD found him to have engaged in (and 
omitted), (2) those acts and omissions were in violation of 
the rules of the NASD which were specified in its decision, 
and (3) those rules were applied in a manner consistent with 
the purposes of the Exchange Act. Accordingly, we affirm 
the NASD's findings of misconduct. 


According to the record, Collins entered the securities 
business in 1960. After holding managerial positions with 
two mutual fund distributors, he organized his own firm in 
1967, a sole proprietorship which became a registered 
broker-dealer and a member of the NASD. Collins engaged 
principally in the sale of mutual fund shares, and personally 
maintained his firm’s books, with the assistance of a book- 
keeper. The firm has been inactive since March 1974, and, 
at Collins’ request, its broker-dealer registration with the 
Commission has been withdrawn. 


In January 1972, an individual named Castle Sam, who was 
president of a broker-dealer firm called EPC Securities, Inc., 
solicited Collins to sell certain obligations, styled “certifi- 
cates of indenture,” issued by ISD, a Delaware corporation 
located in Canada. Those obligations were payable in five 
years and designed to bear interest at 10% per year. They 
were convertible into the issuer’s common stock. 


Castle Sam apparently assured Collins that the obligations 


of ISD were not subject to the registration requirements of 
the Securities Act. Collins testified before the NASD that he 
had not been convinced on that point, and, at Castle Sam’s 
suggestion, visited ISD’s offices in Canada. During that visit, 
Lewis Mirando, president of ISD, apparently told Collins that 
he had obtained an opinion from an attorney in Buffalo to 
the effect that the certificates of indenture did not have to be 
registered under the Securities Act. Mirando, the record 
shows, also stated that he was waiting for a similar opinion 
from an attorney in New York City (referred to as “S.E.C. 
counsel” for ISD) before offering the securities through EPC 
Securities, Inc. 


Shortly thereafter, according to Collins’ testimony, Castle 
Sam advised Collins that he had received a letter from 
Mirando stating that “S.E.C. counsel” in New York City had 
“approved” the sale of the obligations of ISD without 
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registration under the Securities Act. Collins proceeded to 
sell the obligations of ISD although he did not see, nor ask 
to see, any opinion letter from counsel. Nor did he consult 
independently with an attorney or the Commission as to the 
legality of the unregistered offering. In 1974, ISD defaulted 
on its obligations to holders of the certificates of indenture.® 


With regard to the charge of selling unregistered securities 
in violation of the Securities Act, Collins does not dispute 
the fact that he sold the ISD obligations or that the offering 
was not registered. Although he argued before the NASD 
that the offering did not have to be registered under the Act 
because the certificates were “commercial paper’ and 
therefore exempt, that argument is not urged before us. 
Further, we believe there can be no dispute that the 
obligations in question, whose maturity at the time of issu- 
ance exceeded nine months,’ were not exempt as ‘‘com- 
mercial paper.” 


Collins argues that he was misled by Lewis Mirando and 
Castle Sam into believing that the ISD certificates were not 
within the registration requirements of the Securities Act. 
But it is well settled that a broker-dealer has, at a mini- 
mum, a duty to make a reasonable inquiry into any facts 
known to him indicating that he is participating in an illegal 
sale of unregistered securities.2 Collins failed to take rea- 
sonable measures, under the circumstances of this case, to 
assure himself that an exemption was available for the ISD 
offering. Accordingly, we affirm the NASD’s finding of viola- 
tion. 


Collins does not dispute the NASD’s charge that he failed to 
maintain books and records as required by Rules 17a-3 and 
17a-4 under the Exchange Act. By way of mitigation, 
however, he points out that he employed an accountant to 
assist him and that the bookkeeping violations arose in 
connection with the small portion of his business unrelated 
to sales of mutual funds. He asserts that he made every 
effort to comply with applicable requirements. 


Nonetheless, the recordkeeping deficiencies are clear, and 
we affirm the NASD’s findings of violation in this respect. 


With regard to the NASD’s charge that Collins permitted 
four individuals to engage in the securities business as his 
employees prior to the effective dates of their registration 
with the NASD as representatives of his firm, Collins points 
out that the employees had previously been registered with 
the NASD as representatives of another member firm. He 
contends that his application to register the employees with 
the NASD constituted, in effect, a notice of “transfer of 
association”, and not a new application for registration, so 
that it was not improper for him to employ them prior to their 
being effectively registered as representatives of his firm. 


Section 5 of Article XV of the NASD’s By-Laws states, 
however, that no person associated with a member who is 
registered with the NASD may transfer his registration or 
any right arising therefrom. Furthermore, that section indi- 
cates that registration of a representative terminates follow- 
ing the termination of his employment with a particular firm.° 
We think that provision makes it clear that an employee 
must be specifically registered as a representative of a 


particular firm before he may engage in the securities 
business of that firm. Accordingly, we affirm the NASD’s 
findings of violation. 


Collins does not dispute the NASD’s charge that he failed to 
disclose to his customers on confirmations of securities 
transactions whether he was acting in the capacity of a 
broker or dealer. He does allege, however, that most of his 
customers were aware of the capacity in which he was 
acting, and that he had no intention of misleading them. 
Nonetheless, we affirm the NASD’s finding of violation. 


IV. 


Collins contends that the proceedings before the NASD 
were unfair and denied him due process. He states, among 
other things, that he was not given an opportunity to present 
his case until after a five-hour presentation, by the NASD’s 
staff, of the charges against him, and contends that that 
hearing procedure was unfair. He further states that he was 
not advised to obtain counsel, and asserts that he was at a 
disadvantage because he did not do so until after the initial 
proceedings before the NASD’s District Committee. 1° 


Under the Exchange Act, specified procedures must be 
followed by the NASD in determining whether to impose any 
disciplinary sanction on a member. At the time of the 
proceedings in this case, those statutory requirements were 
set forth as Section 15A(b)(10) of the Act,'’ and from the 
record it appears that the NASD complied fully with those 
requirements. Accordingly, we conclude that Collins has not 
shown that the procedures followed by the NASD were 
unfair or that they denied him due process. 


V. 


Collins’ final contention is that the sanctions imposed on him 
by the NASD (expulsion from membership and a bar from 
being associated with a member in any capacity) are 
excessive, insofar as their effect would be to force him out 
of the securities business entirely. He urges that a number 
of factors mitigate his offense, including including the facts 
that his reputation and record in the business community 
are good, that he cooperated fully with the NASD’s investi- 
gation, that he instituted a suit against ISD and Mirando on 
behalf of himself and all other holders of ISD certificates, 
and that he does not intend to operate his own business in 
the future and seeks only to become associated with 
another member. In addition, he argues that the penalties 
imposed on him are more severe than those imposed in 
other cases which, he claims, are comparable. 


It is well settled that the question of whether disciplinary 
action is excessive depends on the particular facts of each 
case and cannot be determined with any exactness by 
comparison with the action taken in other cases.'? In cases, 
such as this one, which originate before one of the securi- 
ties industry's self-regulatory bodies, those bodies must be 
accorded a wide discretion if self-regulation is to work.'? 
Collins’ registration violations were serious. Hence we can- 
not brand the sanctions that the Association deemed appro- 
priate “excessive or oppressive’. 


However, the facts surrounding the violations found by the 
NASD should not, in our opinion, preclude favorable consid- 
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eration by the Association, after a reasonable period of time, 
of an application by Collins for re-entry into the securities 
industry as a salesman in a non-principal, non-supervisory 
capacity, upon a showing that he would be adequately 
supervised. 


An appropriate order will issue. 


By the Commission (Chairman HILLS and Commissioners 
LOOMIS, EVANS and POLLACK). 


George A. Fitzsimmons 
Secretary 





1 The provisions for the Commission's review of disciplinary 
sanctions imposed by a self-regulatory organization such as 
the NASD are set forth in subsections (d) and (e) of Section 
19 of the Securities Exchange Act as amended by the 
Securities Acts Amendments of 1975. 


2 Section 1 provides that members, in the conduct of their 
businesses, shall observe high standards of commercial 
honor and just and equitable principles of trade. Section 18 
provides that no member shall effect any transaction in, or 
induce the purchase or sale of, any security by means of 
any manipulative, deceptive or other fraudulent device or 
contrivance. 


3 Section 21 provides, among other things, that members 
shall keep books and records in conformity with all applica- 
ble laws and rules. 


4 Section 12 specifies certain written disclosures which must 
be made by members to a customer at or before the 
completion of each securities transaction. 


5 It appears that ISD had received a letter from counsel 
discussing registration requirements in general, but that the 
letter did not take the position that the ISD certificates did 
not have to be registered. 


& In August 1974, the Commission obtained injunctions 
against further violations of the Securities Act by various 
persons in connection with transactions in securities issued 
by ISD. Collins consented to such an injunction. Securities 
and Exchange Commission v. International Scanning De- 
vices, Inc., Civ. No. 74-351 (W.D.N.Y. Aug. 2, 1974). 


7 See Section 3(a)(3) of the Securities Act. 


8 See, e.g., Securities Exchange Act Release No. 9839 
(Nov. 3, 1972), and Securities Exchange Act Release No. 
9062 at p. 10 (Jan. 25, 1971). 


° We note also that the notice used by the NASD to inform 
an applicant that his registration has been accepted states, 
“.. this will be your notice of acceptance of registration with 
the [NASD] while in the employ of the member named on 
the left side of this page.” 


sie He also argues that the NASD investigator who first 
examined his books led him to believe that another broker- 
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dealer was the focus of the investigation and that Collins’ 
firm was not a potential target. There is conflicting testimony 
on this point. But even if Collins’ assertions in this regard 
are accurate, we do not believe that, in the circumstances of 
this case, Collins’ constitutional rights were violated. 


11 As a result of the 1975 Amendments, the comparable 
requirements are now contained in Section 15A(h). 


12C. A. Benson & Co., Inc., 42 S.E.C. 952, 961 (1966). 
See, e.q., Martin A. Fleischman, 43 S.E.C. 185 (1966); u. A. 
Winston & Co., Inc., 42 S.E.C. 62 (1964). 


13 See Tassaway, Inc., Securities Exchange Act Release 
No. 11291 (March 13, 1975), 6 SEC Docket 427, 430 n. 20: 
“Self-regulation or ‘cooperative regulation’ cannot function 
adequately unless the securities industry's self-regulatory 
bodies are vested with an authority commensurate with their 
responsibilities.” 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12823/September 22, 1976 


Admin. Proc. File No. 3-4606 
In the Matter of the Application of 


DONALD WILLIAM COLLINS 
doing business as 


DONALD W. COLLINS COMPANY 
1237 Delaware Avenue 
Buffalo, New York 


For Review of Disciplinary Action Taken by the 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 


ORDER AFFIRMING DISCIPLINARY ACTION TAKEN BY 
REGISTERED SECURITIES ASSOCIATION 


On the basis of the Commission's opinion issued this day, it 
is ORDERED that the sanctions imposed and the costs 
assessed by the NASD against Donald Williams Collins, 
doing business as Donald W. Collins, Company, be, and 
they hereby are, affirmed. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12824/September 22, 1976 


























Orders have been issued granting the requests of the 
following companies to list the specified securities on the 
New York Stock Exchange, Inc.: 


Anchor Hocking Corp., 85/s% sinking fund debentures, 
due July 1, 2006; 

Fruehauf Corp., 9.70% sinking fund debentures, due 
August 1, 1996; and 

The Western Union Telegraph Company, 10% notes, 
due August 1, 1986 


These listings all become effective as of September 15, 
1976. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12825/September 20, 1976 


APPLICATION FOR REGISTRATION AS A CLEARING 
AGENCY 


National Bank of North America has made application for 
registration as a clearing agency under Section 17A of the 
Securities Exchange Act of 1934 (the “Act’’) and pursuant to 
subsection (c)(1) of Rule 17Ab2-1 under the Act. 


Pursuant to subsection (c)(1) of Section 240.17Ab2-1 under 
the Act, if requested by an applicant, the Commission may 
grant the applicant registration as a clearing agency but 
exempt the applicant from one or more of the requirements 
as to which the Commission is directed to make a determi- 
nation pursuant to subparagraphs (A)-(!) of Section 
17A(b)(3) of the Act. Registration pursuant to subsection 
(c)(1) of Section 240.17Ab2-1 shall not be effective for more 
than eighteen (18) months from the date on which registra- 
tion is made effective by the Commission. 


Subsection (c)(2) of Section 240.17Ab2-1 requires that, in 
the case of any clearing agency registered in accordance 
with subsection (c)(1) of Section 240.17Ab2-1, the Commis- 
sion, not later than nine months from the date such registra- 
tion is made effective, will either grant registration without 
exempting the registrant from one or more of the require- 
ments as to which the Commission is directed to make a 
determination pursuant to subparagraphs (A)-(l) of Section 
17A(b)(3) or will institute proceedings to determine whether 
registration should be denied at the expiration of 18 months. 


Interested persons are invited to submit written data, views 
and arguments concerning the foregoing applications within 
42 days from the date of publication of this notice in the 
Federal Register. Such written data, views and arguments 
will be considered by the Commission in granting registra- 
tion or instituting proceedings to determine whether registra- 
tion should be denied in accordance with subsection (c)(2) 
of Section 240.17Ab2-1. Persons desiring to make written 
submissions should file six copies thereof with the Secretary 
of the Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D. C. 20549. Refer- 
ence should be made to File No. 600-17. 


Copies of the applications and of all written comments will 
be available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. 20006. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12826/September 23, 1976 


The Securities and Exchange Commission announced pur- 
suant to Section 12(k) of the Securities Exchange Act of 
1934 (“Exchange Act”) the single ten day suspension of 
exchange and over-the-counter trading for the period 
commencing at 9:45 a.m. (EDT) on September 23, 1976 
and terminating at midnight (EDT) on October 2, 1976 of the 
securities of International Construction Systems, Inc. (‘In- 
ternational’), a Delaware corporation with principal execu- 
tive offices located at 10880 Wilshire Boulevard, Los Ange- 
les, California 90024. 


The Commission ordered the suspension of trading in 
International’s securities because of the lack of adequate 
and accurate public information about the company’s opera- 
tions and financial condition and because of questions 
which have arisen concerning market activity in the com- 
pany’s securities. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should carefully consider 
the foregoing information along with all other currently 
available information and any information subsequently is- 
sued by the company. 


Furthermore, brokers and dealers should be alert to the fact 
that, pursuant to Rule 15c2-11 under the Exchange Act, at 
the termination of the trading suspension no quotation may 
be entered unless and until they have strictly complied with 
all of the provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has complied with 
said rule, he should not enter any quotation but immediately 
contact the staff of the Division of Enforcement in Washing- 
ton, D. C. If any broker or dealer is uncertain as to what is 
required by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until such 
time as he has familiarized himself with said rule and is 
certain that all of its provisions have been met. If any broker 
or dealer enters any quotation which is in violation of said 
rule, the Commission will consider the need for prompt 
enforcement action. 


If any person adversely affected by such suspension or who 
would be adversely affected by the renewal of the suspen- 
sion desires to show that such suspension is not necessary 
in the public interest or for the protection of investors such 
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person may petition the Commission that it not renew the 
suspension. Such petition should be filed with the Commis- 
sion in accordance with the procedure set forth in Securities 
Exchange Act Release No. 12361 dated April 22, 1976. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12827/September 23, 1976 


Administrative Proceeding File No. 3-5059 
In the Matter of 


SOUTHEAST ACQUISITION COMPANY, 
successor by merger to 
PALMER BANK CORPORATION 


ORDER GRANTING APPLICATION PURSUANT TO SEC- 
TION 12(h) OF THE ACT. 


The Securities and Exchange Commission has issued an 
order granting the application of Southeast Acquisition 
Company, successor by merger to Palmer Bank Corpora- 
tion (“Applicant”), pursuant to Section 12(h) of the Securi- 
ties Exchange Act of 1934, as amended (the “1934 Act’), 
for an order exempting the Applicant from filing with respect 
to Palmer Bank Corporation (‘Palmer’) an annual report on 
Form 10-K for the year ended December 31, 1975 and all 
other reports required to be filed pursuant to Sections 13 or 
15(d). 


It appears to the Commission that the requested exemption 
is not inconsistent with the public interest and the protection 
of investors in view of the facts that Palmer no longer exists 
as a corporation and there is no trading in its securities, and 
thorough disclosure of Palmer’s business and financial 
position was included in the proxy materials distributed in 
connection with the merger of Palmer into Applicant. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19685/September 17, 1976 


In the Matter of 

KENTUCKY. POWER COMPANY 

15th Street and Carter Avenue 

Ashland, Kentucky 41011 

AMERICAN ELECTRIC POWER COMPANY, INC. 


2 Broadway 
New York, New York 10004 


528/SEC DOCKET 


(70-5901) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE BIDDING 
AND CAPITAL CONTRIBUTION FROM HOLDING COM- 
PANY TO SUBSIDIARY 


NOTICE IS HEREBY GIVEN that American Electric Power 
Company, Inc. (“AEP”), a registered holding company, and 
Kentucky Power Company (‘Kentucky’), an electric utility 
subsidiary thereof, have filed an application-declaration and 
an amendment thereto, pursuant to the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) designating Sections 6(b) and 
12 of the Act and Rules 45 and 50 promulgated thereunder 
as applicable to the proposed transactions. All interested 
persons are referred to the application-declaration, which is 
summarized below, for a complete statement of the pro- 
posed transactions. 


Kentucky proposes to issue and sell, subject to the competi- 
tive bidding requirements of Rule 50 under the Act, up to 
$30,000,000 aggregate principal amount of its First Mort- 
gage Bonds of a new series to mature in 2006. The interest 
rate (which will be expressed in a multiple of '/s of 1%) and 
the price to be paid to Kentucky for the Bonds (which shall 
not be less than 100% and shall not exceed 1023/4%) will 
be determined by competitive bidding. The terms of the 
Bonds will preclude Kentucky from redeeming any such 
Bonds prior to November 1, 1981, if such redemption is for 
the purpose of refunding such Bonds through the use, 
directly or indirectly, of borrowed funds at an effective 
interest cost of less than the effective interest cost to 
Kentucky of such Bonds. The Bonds will be issued as a new 
series of First Mortgage Bonds under the Mortgage and 
Deed of Trust, dated as of May 1, 1949 made by Kentucky 
to Bankers Trust Company, New York City and Joseph C. 
Kennedy (G. E. Maier, Successor Individual Trustee), as 
Trustees, as supplemented and amended and a new inden- 
ture supplemental thereto. 


AEP proposes, prior to or concurrently with the sale of the 
Bonds, to make one or more cash capital contributions 
aggregating $10,000,000 to Kentucky. 


The proceeds from the cash capital contribution and the 
sale of the Bonds, together with other funds which may 
become available to Kentucky, are proposed to be applied, 
to the extent available, to payment of unsecured short-term 
indebtedness consisting of notes payable to banks and to 
construction expenditures. Kentucky states that on August 
18, 1976, $11,000,000 of unsecured short-term debt was 
outstanding and it is estimated that not to exceed 
$15,000,000 of such unsecured short-term debt will be 
outstanding at the time of the sale of the new Bonds. 
Kentucky also states that its construction programs for the 
calendar years 1976 and 1977 are presently estimated to 
amount to approximately $38,000,000 in each year. 


Kentucky estimates that it will incur, in connection with the 
proposed transactions, expenses and fees of $133,710, 
such amount including $30,000 legal fees of counsel to 
Kentucky, $12,500 in certified public accountant fees, 
$14,500 charge of Trustee and $51,500 in total printing and 
engraving expenses. The fees and expenses of counsel for 
the successful bidder or bidders will be paid, except as 
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otherwise provided in the Purchase Contract, by such 
bidder or bidders. A statement of the fees and expenses 
proposed to be charged by such counsel will be filed by 
amendment. 


It is stated that the proposed issuance and sale of the 
Bonds must be expressly authorized by the Public Service 
Commission of Kentucky and that no other state commis- 
sion, and no federal commission, other than this Commis- 
sion, has jurisdiction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than October 14, 1976, request in writing that 
a hearing be held on such matter, stating the nature of his 
interest, and reasons for such request, and the issues of 
fact or law raised by said application-declaration, as 
amended, which he desires to controvert; or he may request 
that he be notified if the Commission should order a hearing 
thereon. Any such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D. C. 
20549. A copy of such request should be served personally 
or by mail upon the applicants-declarants at the above- 
stated addresses and proof of service (by affidavit or, in 
case of an attorney at law, by certificate) should be filed with 
the request. At any time after said date, the application- 
declaration, as amended or as it may be further amended, 
may be granted and permitted to become effective as 
provided in Rule 23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may grant 
exemption from such rules and provided in Rules 20(a) and 
100 thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices and 
orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19686/September 17, 1976 


In the Matter of 


MIDDLE SOUTH ENERGY, INC. 
New Orleans, Louisiana 


(70-5890) 


ORDER APPROVING PROPOSAL BY GENERATION 
SUBSIDIARY TO ISSUE AND SELL LONG-TERM UNSE- 
CURED DEBENTURES; EXCEPTION FROM COMPETI- 
TIVE BIDDING 


Middle South Energy, Inc. (““MSEI"), an electric utility subsi- 
diary of Middle South Utilities, Inc. (“Middle South’), a 
registered holding company, has filed an application-decla- 
ration with this Commission pursuant to Sections 6 and 7 of 
the Public Utility Holding Company Act of 1935 (“Act”) and 


Rule 50(a)(5) promulgated thereunder as applicable to the 
following proposed transaction. 


MSEI was incorporated in 1974 under the laws of Arkansas 
to own and finance certain future generating capacity for the 
five Middle South system operating companies. By order 
dated June 21, 1974 (HCAR No. 18437), MSEI was author- 
ized to acquire the Grand Gulf Nuclear Electric Station 
Project (“Grand Gulf Project’) from Mississippi Power & 
Light Company, one of the five operating companies. When 
completed, the Grand Gulf Project will be a two-unit nuclear 
plant with a total capability of 2,500 mw. The first unit is 
scheduled to become operational in 1980, and the second 
unit in 1984. 


The Commission also authorized various proposals relating 
to the construction, financing and operation of the Grand 
Gulf Project, including a bank loan agreement (“Loan 
Agreement’) between MSEI and a group of commercial 
banks. As amended, the Loan Agreement permits MSEI to 
borrow up to $465 million through December 31, 1979. As 
of August 5, 1976, MSEI had borrowed an aggregate of 
$229.5 million. All borrowings under the Loan Agreement 
are payable on December 31, 1982. Under the terms of a 
capital funds agreement, Middle South agreed to supply 
equity capital to MSEI in an amount sufficient to maintain 
MSEl's equity at not less than 35% of capitalization. As of 
August 5, 1976, Middle South had provided MSE! with 
$120.5 million through the purchase of 120,500 shares of its 
common stock. MSEI has no other securities outstanding. 
MSEI also entered into power supply agreements with each 
of the Middle South system operating companies. 


MSEI estimates that the cost of completing the Grand Gulf 
Project will be $1,733 million. Of this, MSE! expects to 
borrow approximately $1,126 million, or more than twice the 
maximum borrowings available to MSEI under its existing 
Loan Agreement. Accordingly, to secure the additional 
funds needed for future capital expenditures, MSEI pro- 
poses to arrange for an alternative source of debt financing. 
MSEI believes that there are practical restrictions in the 
alternative forms of debt financing available to it. Specifi- 
cally, MSEI states that it is limited in the amount of short- 
term construction financing readily available from commer- 
cial banks. MSE! also does not believe it is desirable to sell 
first mortgage bonds to finance construction of the Grand 
Gulf Project, inasmuch as the company does not have 
earnings or an operating history to which prospective pur- 
chasers could look as security. 


As an alternative to what MSEI believes are less attractive 
sources for its future debt financing, the company now 
proposes to issue and sell its unsecured long-term deben- 
tures (“Debentures”) to a group of insurance companies 
and similar institutions. The Debentures will be issued in an 
amount not to exceed $400 million and will mature not less 
than 10 nor more than 20 years from the date of issuance 
thereof. 


It is stated that the terms and conditions of the indenture 
under which the Debentures will be issued have not been 
determined but will be filed by amendment to this applica- 
tion-declaration. MSEI anticipates, however, that there will 
be two closings with respect to the Debentures. The first will 
involve the issuance of approximately $300 million on or 
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about December 31, 1976; and the second will involve 
issuance of approximately $100 million on or about June 30, 
1977. It is also contemplated that the Debentures will be 
noncallable for refunding purposes at a lower effective 
interest rate for a number of years (to be determined) from 
the issuance thereof and will have a sinking fund designed 
to retire the entire issue by maturity. 


MSE! does not believe that it is practical for a company 
such as MSEI to offer to the public securities of this nature 
and in so great an amount. Accordingly, MSEI proposes to 
offer the Debentures in a negotiated private sale, and 
requests an exception from the competitive bidding require- 
ments of Rule 50 under clause (a)(5) thereof. MSEI cites, as 
representative of the special circumstances it faces, the 
company's lack of earnings or an operating history and its 
expectation that the Grand Gulf Project, now only 18% 
complete, will not become operational for at least four more 
years. MSEI believes that only through a negotiated sale 
could it effectively bargain for terms and conditions in the 
offering which will provide the company the flexibility it 
needs to cope with its special problems or any unanticipated 
changes in the company’s circumstances. MSEl has re- 
tained Citibank, N.A. to act as its financial advisor in 
connection with the offering. 


A statement of the fees, commissions and expenses in- 
curred in connection with the proposed transaction will be 
supplied by a post-effective amendment to this application- 
declaration. MSEI will pay Citibank, N.A. a fee of $800,000 
on the proposed $400 million transaction. In the event that 
an amount less than $400 million were to be raised, the total 
fee would be 2/10 of 1% with a minimum fee of $25,000. No 
State or Federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 19650), and no hearing has 
been requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that the 
applicable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the interest 
of investors and consumers that said application-declaration 
be granted and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion be, and it hereby is, granted and permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


IT IS FURTHER ORDERED that a jurisdiction be, and 
hereby is, reserved with respect to the terms and conditions, 
including the interest rate and maturity, of the Debentures 
negotiated by MSEl, and with respect to the fees, commis- 
sions, and expenses paid or incurred by MSEI in connection 
with the proposed transaction. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19687/September 21, 1976 


In the Matter of 


SOUTHWESTERN ELECTRIC POWER COMPANY 
P. O. Box 21106 
Shreveport, Louisiana 71156 


(70-5893) 


SUPPLEMENTAL NOTICE OF PROPOSED ISSUE AND 
SALE OF FIRST MORTGAGE BONDS TO MUNICIPALITY 
IN CONNECTION WITH FINANCING OF POLLUTION 
CONTROL FACILITIES; REQUEST FOR EXCEPTION 
FROM COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Southwestern Electric 
Power Company (“SWEPCO’), an electric utility subsidiary 
company of Central and South West Corporation, a regis- 
tered holding company, has filed an application-declaration 
with this Commission pursuant to the Public Utility Holding 
Company Act of 1935 (‘Act’) designating Sections 6 and 7 
of the Act and Rule 50 promulgated thereunder as applica- 
ble to the proposed transactions. All interested persons are 
referred to the application-declaration, which is summarized 
below, for a complete statement of the proposed transac- 
tions. 


SWEPCO states that in order to comply with applicable 
state and federal environmental requirements with respect 
to its Flint Creek Power Plant (‘‘plant”) under construction 
near Siloam Springs, Arkansas, it is necessary to construct 
and equip the plant with certain air and water pollution 
control facilities and sewage and solid waste disposal 
facilities (‘facilities’). To finance the acquisition, construc- 
tion and equipment of the facilities, SWEPCO proposes to 
make two borrowings from.the City of Siloam Springs, 
Arkansas (‘City’). 


The two loans from the City to SWEPCO will be made under 
two loan agreements (“loan agreements”). The loan agree- 
ments provide that the City will issue its Revenue Bonds 
(“revenue bonds”) at SWEPCO's request and the City will 
concurrently loan SWEPCO an amount equal to the aggre- 
gate principal amount of the revenue bonds. The City is 
expected to issue its revenue bonds in two series (‘Series A 
and B revenue bonds’). The loan agreements further re- 
quire SWEPCO to execute and deliver its bonds 
(“SWEPCO bonds”) to the Revenue Bond Trustee as 
evidence of and security for the loans. 


The loan agreements obligate SWEPCO to complete the 
facilities, whether or not the loan proceeds are sufficient 
therefor, and to apply the loan proceeds to the costs thereof 
as defined in the loan agreements. SWEPCO further agrees 
to indemnify the City in connection with the transactions 
contemplated by the loan agreements and to provide the 
City with sufficient revenues to discharge its obligations on 
the revenue bonds. 


The SWEPCO bonds will be issued under SWEPCO's © 
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Indenture dated February 1, 1940 to Continental Illinois 
National Bank and Trust Company of Chicago and M. J. 
Kruger, as Trustees. The SWEPCO bonds will be issued in 
two series: The Series A SWEPCO bonds will be issued in a 
principal amount estimated at approximately $8,000,000 
(but not in excess of $9,000,000) and will be equal in 
amount to the Series A revenue bonds. Notice of the 
proposed issue and sale of the Series A SWEPCO bonds 
was issued August 24, 1976 (HCAR No. 19659). The Series 
B SWEPCO and revenue bonds will be issued in the 
principal amount of $1,000,000 and will mature 30 years 
from the first day of the month in which they are issued. 
Terms of the Series A and B SWEPCO bonds will be 
identical except that the Series B SWEPCO bonds will not 
have a sinking fund. The Series A SWEPCO bonds will be 
subject to either sinking fund redemption or serial maturity 
provisions sufficient to ensure the retirement of 25% of the 
aggregate principal amount of both series of the SWEPCO 
bonds prior to 30 years from their issue date. 


Sale of the Series B revenue bonds will be contingent on 
the sale of the Series A revenue bonds, but not vice versa. 
Proceeds of the Series B revenue bonds will be used to 
finance cost of facilities which might not qualify as allowable 
under state and federal laws respecting pollution control 
revenue bonds. 


It is contemplated that the City will sell its revenue bonds 
through a public offering managed by Merrill Lynch, Pierce, 
Fenner & Smith, Inc. SWEPCO will not be a party to the 
contract between Merrill Lynch and the City but terms of that 
contract are subject to SWEPCO's approval. 


SWEPCO requests an exception from the competitive bid- 
ding requirements of Rule 50 for the sale of its bonds to the 
City pursuant to Rule 50(a)(5). 


It is stated that the Arkansas Public Service Commission 
and the Corporation Commission of the State of Oklahoma 
have jurisdiction over the proposed transactions and that no 
other state commission and no federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. Fees and expenses to be incurred in connec- 


tion with the proposed transactions will be supplied by 
amendment. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than October 5, request in writing that a 
hearing be held on such matter, stating the nature of his 
interest, and reasons for such request, and the issues of 
fact or law raised by said application-declaration which he 
desires to controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D. C. 20549. A copy of 
such request should be served personally or by mail upon 
the applicant-declarant at the above-stated address and 
proof of service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any time 
after said date, the application-declaration, as it may be 
amended, may be granted and permitted to become effec- 
tive as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 


deem appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19688/September 22, 1976 


In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY 
Fort Wayne, Indiana 46801 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 10004 


(70-5493) 


ORDER PERMITTING WITHDRAWAL OF APPLICATION- 
DECLARATION RELATING TO CUMULATIVE PRE- 
FERRED STOCK 


American Electric Power Company, Inc. (“AEP”), a regis- 
tered holding company, and its electric utility subsidiary 
company, Indiana & Michigan Electric Company (‘l&M’), 
have filed a request for leave to withdraw their application- 
declaration, as amended, previously filed with this Commis- 
sion, pursuant to Sections 6(b) and 12(c) of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rules 42 and 50 
promulgated thereunder regarding the following transaction. 


Notice was given on July 23, 1974 (HCAR No. 18509), of a 
proposal by 1&M that it issue and sell 300,000 shares of its 
Cumulative Preferred Stock (the “Preferred Stock’) on a 
private placement basis or through a negotiated public 
underwriting. 


On August 23, 1976, I&M filed a request for leave to 
withdraw its application-declaration relating to the Preferred 
Stock in this proceeding. 1&M states that at the time of 
negotiations with an underwriting group the existing market 
conditions were such that the Preferred Stock could not be 
issued and sold on terms satisfactory to 1&M. 1&M then 
terminated negotiations and decided not to issue the Pre- 
ferred Stock. Accordingly, |1&M has requested that its appli- 
cation-declaration as relating to the Preferred Stock be 
deemed withdrawn. 


Upon the basis of the facts in the record, it is found that said 
application-declaration relating to the Preferred Stock, as 
amended, should be permitted to be withdrawn. 


IT IS ORDERED, pursuant to the applicable provisions of 
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the Act and rules thereunder, that said application-declara- 
tion relating to the Preferred Stock, as amended, filed in this 
proceeding be, and it hereby is, deemed withdrawn, effec- 
tive forthwith. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9451/September 17, 1976 


RULES AND REGULATIONS, iNVESTMENT COMPANY 
ACT OF 1940 Annual Continuance of Advisory and Princi- 
pal Underwriting Contracts 


On March 25, 1976, the Securities and Exchange Commis- 
sion published notice (Investment Company Act Release 
No. 9219 41 FR 13955) that it had under consideration the 
adoption of a new Rule 15a-2 [17 CFR 270.15a-2] under 
the Investment Company Act of 1940 (‘Act’) [15 U.S.C. 
80a-1 et seq.]. The rule would interpret the term “annually” 
for the purposes of Sections 15(a)(2) [15 U.S.C. 80a- 
15(a)(2)] and 15(b)(1) [15 U.S.C. 80a-15(b)(1)] of the Act by 
specifying a method by which the continuance of investment 
advisory and principal underwriting contracts may be ap- 
proved “annually” in compliance with the requirements of 
those Sections." 


The notice invited all interested persons to comment on the 
proposed rule. The Commission has considered all the 
comments and suggestions received and has determined to 
adopt Section 270.15a-2, with certain modifications, in the 
form set forth below. 


Section 15(a) of the Act | 15 U.S.C. 80a-15a] provides that it 
shall be unlawful for any person to serve or act as invest- 
ment adviser of a registered investment company, except 
pursuant to a written contract, which contract, whether with 
such registered company or with an investment adviser of 
such registered company, has been approved by the vote of 
a majority of the outstanding voting securities of such 
registered company and meets certain other requirements. 
Section 15(a)(2) of the Act provides, as one such require- 
ment, that the contract shall continue in effect for a period 
more than two years from the date of its execution, only so 
long as its continuance is specifically approved at least 
annually by the board of directors or by vote of a majority of 
the investment company’s outstanding voting securities.? 


Section 15(b) of the Act [15 U.S.C. 80a-15(b)] provides that 


it shall be unlawful for any principal underwriter for a 
registered open-end investment company to offer or sell the 
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company’s securities except pursuant to a written contract 
with such company which meets, among others, the re- 
quirement that the contract shall continue in effect for a 
period more than two years from the date of its execution, 
only so long as such continuance is specifically approved at 
least annually by the board of directors or by vote of a 
majority of the investment company’s outstanding voting 
securities.? 


Section 38(a) of the Act [15 U.S.C. 80a-38(a)] authorizes 
the Commission to issue such rules as are necessary or 
appropriate to the exercise of the powers conferred upon 
the Commission in the Act, including rules defining account- 
ing, technical and trade terms used in the Act. 


The primary purpose of Section 270.15a-2 is to eliminate 
uncertainty as to when the required approval of the contract 
must be obtained. The Commission believes that for con- 
tract continuances extending past the initial two-year term 
permitted by the Act the votes of approval ought to be taken 
at intervals of not more than approximately one year and at 
times when there is meaningful information as to perfor- 
mance over the preceding year on which to base a judg- 
ment as to continuing the contract. An additional purpose of 
the rule is to eliminate certain practices which the Commis- 
sion, upon the basis of its experience, considers to be 
contrary to the policy and purposes of Section 15 of the Act. 
One such practice would be scheduling votes within succes- 
sive calendar years so that there may be an interval of 
substantially more than 365 days between them, as where 
votes are scheduled in January of one year and in Decem- 
ber of the following year. Another such practice would be 
scheduling votes so far in advance of the date on which the 


continuance of the contract is to take effect that there is no 


meaningful information on which either the directors or 
shareholdeis can base their votes. 


Section 270.15a-2 provides that the first continuance of a 
contract shall be deemed to have been approved at least 
annually if such contract is specifically approved by the 
board of directors or by vote of a majority of the investment 
company's outstanding voting securities during the 90 days 
prior to and including the earlier of (1) the specified termina- 
tion date for the contract, or (2) the second anniversary of 
the date on which the contract was executed. The section 
further provides that any subsequent continuance of a 
contract shall be deemed to have been approved in compli- 
ance with Sections 15(a)(2) or 15(b)(1) if such contract is 
specifically approved by the board of directors or by a 
majority of the investment company’s outstanding voting 
securities during the 90 days prior to and including the first 
anniversary of the date upon which the most recent pre- 
vious annual continuance of such contract became effec- 
tive. 


As proposed earlier,4 Section 270.15a-2 would have pro- 
vided for a period of only 60 days during which approval of 
the continuance of the contract would be deemed to have 
occurred at least annually. However, after considering pub- 
lic comment to the effect that 60 days would be inadequate, 
the Commission has increased this period to 90 days® in 
order to afford greater flexibility in scheduling meetings of 
directors or shareholders. This expanded time period also 
will avoid the necessity for rescheduling meetings of those 
boards of directors which regularly meet on a quarterly 
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Apparently there was some confusion as to whether para- 
graph (a)(2) of the proposed rule would have required 
contracts to be amended each time they were continued in 
order to specify an effective date for such continuance.® 
This was not the intended result. Therefore, that paragraph 
has been modified to clarify that the one-year period is to be 
measured from the date on which the most recent previous 
annual continuance became effective. 


Paragraph (b) provides for prospective application of the 
rule, so as not to disrupt existing arrangements. Accord- 
ingly, the section does not apply to any continuance which 
was approved not later than 90 days after the date the rule 
is adopted, provided the contract will expire by its terms not 
later than 17 months after such adoption date. 


It should be further noted that the adoption of Section 
270.15a-2 does not change our view that in order to comply 
with Sections 15(a) and 15(b) it is usually expected that an 
investment company whose private shareholders initially 
approved an investment advisory contract will submit the 
contract to a vote of the company’s public shareholders as 
soon as possible thereafter. 


Attention is directed to the note at the end of the section, 
which now indicates that while compliance with the rule 
would be deemed to be compliance with Section 15(a)(2) 
and Section 15(b)(1) of the Act the method specified in the 
rule is not the exclusive method for complying with the Act. 
Both Sections 15(a)(2) and 15(b)(1) provide that the contin- 
uance of a contract must be approved “at least annually.” 
Therefore, Section 270.15a-2 does not prohibit votes at 
more frequent intervals. The procedure specified in the rule 
is not exclusive. However, if followed, it will be considered 
prima facie evidence of compliance with Sections 15(a)(2) 
and 15(b)(1) of the Act. 


The note also indicates, as it did prior to the addition of the 
foregoing, that the annual approval of the continuance of a 
contract in compliance with Sections 15(a) and 15(b) would 
constitute a renewal of such contract for purposes of 
Section 15(c). Accordingly, the requirements of Section 
15(c) also must be met on a timely basis. 


Commission Action: Part 270 of Chapter Il of Title 17 of the 
Code of Federal Regulations is amended by adding a new 
section 270.15a-2 reading as follows: 


§ 270.15a-2 Annual continuance of contracts. 


(a) For purposes of Sections 15(a) and 15(b) of the 
Act, the continuance of a coniract for a period more 
than two years after the date of its execution shall be 
deemed to have been specifically approved at least 
annually by the board of directors or by a vote of a 
majority of the outstanding voting securities of a 
registered investment company if such approval oc- 
curs: 


(1) with respect to the first continuance of a 
contract, during the 90 days prior to and includ- 


contract for its termination in the absence of 
such approval, or (ii) the second anniversary of 
the date upon which such contract was exe- 
cuted; or 


(2) with respect to any subsequent continuance 
of a contract, during the 90 days prior to and 
including the first anniversary of the date upon 
which the most recent previous annual continu- 
ance of such contract became effective. 


(b) The provisions of paragraph (a) of this section 
shail not apply to any continuance of a contract which 
shall have been approved not later than 90 days after 
the date of adoption of this section, provided that such 
contract shall expire, by its terms, not later than 17 
months from the date of adoption of this section. 


NOTE: This section does not establish the exclusive method 
of complying with the Act. It provides one procedure by 
which a registered investment company may comply with 
the applicable provisions of Section 15(a) and 15(b) of the 
Act; it does not preclude any other appropriate procedure. 





1 An earlier proposed Section 270.15a-2, which was pub- 
lished for comment on October 18, 1968 (Release No. 
5517, 33 FR 16008) was withdrawn in favor of the new 
proposal referred to hereinabove. (See Investment Com- 
pany Act Releases No. 9218 and 9219, March 25, 1976, 41 
FR 13955 and 13956). 


2 In addition, Section 15(c) of the Act [15 U.S.C. 80a-15(c)], 
in pertinent part, prohibits a registered investment company 
from renewing its advisory or principal underwriting contract 
unless the renewal is approved by the vote of a majority of 
the company’s disinterested directors cast in person at a 
meeting called for the purpose of voting on the approval. 


3 See, also, note 2, supra. 
4 Investment Company Act Release No. 9219. 


5 Six of the comments specifically suggested a 90-day 
period, while several others would have the period extended 
to 100 days or more. 


6 Paragraph (a)(2) of proposed Section 270.15a-2 was as 
follows: 
(2) with respect to any subsequent continuance of a 
contract, during the 60 days prior to and including the 
first anniversary of the date specified in such contract 
as the effective date of its most recent previous 
annual continuance (emphasis added). 


Title 17—Commodity and Securities Exchanges 


CHAPTER II—SECURITIES AND EXCHANGE COMMIS- 
SION 


[Release No. IC- 9451, File No. S7-565] 
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Part 270—RULES AND REGULATIONS, INVESTMENT 
COMPANY ACT OF 1940 Annual Continuance of Advisory 
and Principal Underwriting Contracts 


On March 25, 1976, the Securities and Exchange Commis- 
sion published notice (Investment Company Act Release 
No. 9219 41 FR 13955) that it had under consideration the 
adoption of a new Rule 15a-2 [17 CFR 270.15a-2] under 
the Investment Company Act of 1940 (‘Act’) [15 U.S.C. 
80a-1 et seq.]. The rule would interpret the term “annually” 
for the purposes of Sections 15(a)(2) [15 U.S.C. 80a- 
15(a)(2)] and 15(b)(1) [15 U.S.C. 80a-15(b)(1)] of the Act by 
specifying a method by which the continuance of investment 
advisory and principal underwriting contracts may be ap- 
proved “annually” in compliance with the requirements of 
those Sections.1 


The notice invited all interested persons to comment on the 
proposed rule. The Commission has considered all the 
comments and suggestions received and has determined to 
adopt Section 270.15a-2, with certain modifications, in the 
form set forth below. 


Section 15(a) of the Act [15 U.S.C. 80a-15a] provides that it 
shall be unlawful for any person to serve or act as invest- 
ment adviser of a registered investment company, except 
pursuant to a written contract, which contract, whether with 
such registered company or with an investment adviser of 
such registered company, has been approved by the vote of 
a majority of the outstanding voting securities of such 
registered company and meets certain other requirements. 
Section 15(a)(2) of the Act provides, as one such require- 
ment, that the contract shall continue in effect for a period 
more than two years from the date of its execution, only so 
long as its continuance is specifically approved at least 
annually be the board of directors or by vote of a majority of 
the investment company’s outstanding voting securities.2 


Section 15(b) of the Act [15 U.S.C. 80a-15(b)] provides that 
it shall be unlawful for any principal underwriter for a 
registered open-end investment company to offer or sell the 
company’s securities except pursuant to a written contract 
with such company which meets, among others, the re- 
quirement that the contract shall continue in effect for a 
period more than two years from the date of its execution, 
only so long as such continuance is specifically approved at 
least annually by the board of directors or by vote of a 
majority of the investment company’s outstanding voting 
securities.? 


Section 38(a) of the Act [15 U.S.C. 80a-38(a)] authorizes 
the Commission to issue such rules as are necessary or 
appropriate to the exercise of the powers conferred upon 
the Commission in the Act, including rules defining account- 
ing, technical and trade terms used in the Act. 


The primary purpose of Section 270.15a-2 is to eliminate 
uncertainty as to when the required approval of the contract 
must be obtained. The Commission believes that for con- 
tract continuances extending past the initial two-year term 
permitted by the Act the votes of approval ought to be taken 
at intervals of not more than approximately one year and at 
times when there is meaningful information as to perfor- 
mance over the preceding year on which to base a judg- 
ment as to continuing the contract. An additional purpose of 
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the rule is to eliminate certain practices which the Commis- 
sion, upon the basis of its experience, considers to be 
contrary to the policy and purposes of Section 15 of the Act. 
One such practice would be scheduling votes within succes- 
sive calendar years so that there may be an interval of 
substantially more than 365 days between them, as where 
votes are scheduled in January of one year and in Decem- 
ber of the following year. Another such practice would be 
scheduling votes so far in advance of the date on which the 
continuance of the contract is to take effect that there is no 
meaningful information on which either the directors of 
shareholders can base their votes. 


Section 270.15a-2 provides that the first continuance of a 
contract shall be deemed to have been approved at least 
annually if such contract is specifically approved by the 
board of directors or by vote of a majority of the investment 
company’s outstanding voting securities during the 90 days 
prior to and including the earlier of (1) the specified termina- 
tion date for the contract, or (2) the second anniversary of 
the date on which the contract was executed. The section 
further provides that any subsequent continuance of a 
contract shall be deemed to have been approved in compli- 
ance with Sections 15(a)(2) or 15(b)(1) if such contract is 
specifically approved by the board of directors or by a 
majority of the investment company’s outstanding voting 
securities during the 90 days prior to and including the first 
anniversary of the date upon which the most recent pre- 
vious annual continuance of such contract became effec- 
tive. 


As proposed earlier,4 Section 270.15a-2 would have pro- 
vided for a period of only 60 days during which approval of 
the continuance of the contract would be deemed to have 
occurred at least annually. However, after considering pub- 
lic comment to the effect that 60 days would be inadequate, 
the Commission has increased this period to 90 days® in 
order to afford greater flexibility in scheduling meetings of 
directors or shareholders. This expanded time period also 
will avoid the necessity for rescheduling meetings of those 
boards of directors which regularly meet on a quarterly 
basis. 


Apparently there was some confusion as to whether para- 
graph (a)(2) of the proposed rule would have required 
contracts to be amended each time they were continued in 
order to specify an effective date for such continuance.® 
This was not the intended result. Therefore, that paragraph 
has been modified to clarify that the one-year period is to be 
measured from the date on which the most recent previous 
annual continuance became effective. 


Paragraph (b) provides for prospective application of the 
rule, sO as not to disrupt existing arrangements. Accord- 
ingly, the section does not apply to any continuance which 
was approved not later than 90 days after the date the rule 
is adopted, provided the contract will expire by its terms not 
later than 17 months after such adoption date. 


It should be further noted that the adoption of Section 
270.15a-2 does not change our view that in order to comply 
with Sections 15(a) and 15(b) it is usually expected that an 
investment company whose private shareholders initially 
approved an investment advisory contract will submit the 
contract to a vote of the company’s public shareholders as 

















soon as possible thereafter. 


Attention is directed to the note at the end of the section, 
which now indicates that while compliance with the rule 
would be deemed to be compliance with Section 15(a)(2) 
and Section 15(b)(1) of the Act the method specified in the 
rule is not the exclusive method for complying with the Act. 
Both Sections 15(a)(2) and 15(b)(1) provide that the contin- 
uance of a contract must be approved “at least annually.” 
Therefore, Section 270.15a-2 does not prohibit votes at 
more frequent intervals. The procedure specified in the rule 
is not exclusive. owever, if followed, it will be considered 
prima facie evidence of compliance with Sections 15(a)(2) 
and 15(b)(1) of the Act. 


The note also indicates, as it did prior to the addition of the 
foregoing, that the annual approval of the continuance of a 
contract in compliance with Sections 15(a) and 15(b) would 
constitute a renewal of such contract for purposes of 
Section 15(c). Accordingly, the requirements of Section 
15(c) also must be met on a timely basis. 


 & “@ 


Commission Action: Part 270 of Chapter II of Title 17 of the 
Code of Federal Regulations is amended by adding a new 
section 270.15a-2 reading as follows: 


§ 270.15a-2 Annual continuance of contracts. 


(a) For purposes of Sections 15(a) and 15(b) of the 
Act, the continuance of a contract for a period more 
than two years after the date of its execution shall be 
deemed to have been specifically approved at least 
annually by the board of directors or by a vote of a 
majority of the outstanding voting securities of a 
registered investment company if such approval oc- 
curs: 


(1) with respect to the first continuance of a 
contract, during the 90 days prior to and includ- 
ing the earlier of (i) the date specified in such 
contract for its termination in the absence of 
such approval, or (ii) the second anniversary of 
the date upon which such contract was exe- 
cuted; or 


(2) with respect to any subsequent continuance 
of a contract, during the 90 days prior to and 
including the first anniversary of the date upon 
which the most recent previous annual continu- 
ance of such contract became effective. 


(b) The provisions of paragraph (a) of this section 
shall not apply to any continuance of a contract which 
shall have been approved not later than 90 days after 
the date of adoption of this section, provided that such 
contract shall expire, by its terms, not later than 17 
months from the date of adoption of this section. 


NOTE: This section does not establish the exclusive method 
of complying with the Act. It provides one procedure by 
which a registered investment company may comply with 
the applicable provisions of Sections 15(a) and 15(b) of the 
Act; it does not preclude any gther appropriate procedure. 


Any annual continuance of a contract approved in accord- 
ance with the provisions of paragraphs (a)(1) or (a)(2) of 
Section 270.15a-2 will constitute a renewal of such contract 
for the purposes of Section 15(c) of the Act, and therefore 
such renewal must be approved by the disinterested direc- 
tors within the times specified in the section for a continu- 
ance. 


Section 270.15a-2 is adopted pursuant to the authority 
granted to the Commission in Section 38(a) of the Invest- 
ment Company Act of 1940 [15 U.S.C. 80a-38(a)]. The rule 
shall become effective October 29, 1976 to afford interested 
persons sufficient time to become familiar with the rule as 
adopted. 


By the Commission 


George A. Fitzsimmons 
Secretary 





1 An earlier proposed Section 270.15a-2, which was pub- 
lished for comment on October 18, 1968 (Release No. 
5517, 33 FR 16008) was withdrawn in favor of the new 
proposal referred to hereinabove. (See Investment Com- 
pany Act Releases No. 9218 and 9219, March 25, 1976, 41 
FR 13955 and 13956). 


2 In addition, Section 15(c) of the Act [15 U.S.C. 80a-15(c)], 
in pertinent part, prohibits a registered investment company 
from renewing its advisory or principal underwriting contract 
unless the renewal is approved by the vote of a majority of 
the company’s disinterested directors cast in person at a 
meeting called for the purpose of voting on the approval. 


3 See, also, note 2, supra. 
4 Investment Company Act Release No. 9219. 


5 Six of the comments specifically suggested a 90-day 
period, while several others would have the period extended 
to 100 days or more. 


6 Paragraph (a)(2) of proposed Section 270.15a-2 was as 
follows: 
(2) with respect to any subsequent continuance of a 
contract, during the 60 days prior to and including the 
first anniversary of the date specified in such contract 
as the effective date of its most recent previous 
annual continuance (emphasis added). 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9452/September 21, 1976 


In the Matter of 


SMITH, BARNEY EQUITY FUND, INC. 
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and 


SMITH, BARNEY INCOME AND GROWTH FUND, INC. 
1345 Avenue of the Americas 
New York, New York 10019 


(812-3960) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING CERTAIN TRANSACTIONS FROM SECTION 
22(d) OF THE ACT 


Smith, Barney Equity Fund, Inc. and Smith, Barney Income 
and Growth Fund, Inc., both Maryland corporations regis- 
tered under the Act as open-end diversified management 
companies (collectively the “Funds”), filed an application on 
May 28, 1976, and amendments thereto on July 30 and 
August 24, 1976, pursuant to Section 6(c) of the Investment 
Company Act of 1940 (“Act”) for an order of exemption from 
Section 22(d) of the Act to the extent necessary to permit 
the Funds to implement a schedule of sales charges which 
would not apply to certain classes of persons. 


On August 26, 1976, a notice of the filing of said application 
was issued (Investment Company Act Release No. 9418), 
giving interested persons an opportunity to request a hear- 
ing and stating that an order disposing of the application 
would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that the 
granting of the application is appropriate in the public 
interest and consistent with the protection of investors and 
the purposes fairly intended by the policy and provisions of 
the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, that 
the application for exemption from the provisions of Section 
22(d) of the Act, to the extent requested, be and hereby is, 
granted, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9453/September 21, 1976 


In the Matter of 

TRANSAMERICA CAPITAL FUND, INC. 
TRANSAMERICA INVESTORS FUND, INC. 
TRANSAMERICA FUND SALES, INC. 

P.O. Box 2438 

Los Angeles, California 90051 


(812-3986) 
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ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS OF 
SECTION 22(d) OF THE ACT 


Transamerica Capital Fund, Inc. and Transamerica Inves- 
tors Fund, Inc., (the “Funds”) open-end, diversified man- 
agement investment companies registered under the Invest- 
ment Company Act of 1940 (the “Act”) and Transamerica 
Fund Sales, Inc., the principal underwriter for the Funds, 
(collectively referred to as the Applicants”) filed an applica- 
tion on July 9, 1976 and an amendment thereto on August 
2, 1976 pursuant to Section 6(c) of the Act for an order 
exempting Applicants from the provisions of Section 22(d) of 
the Act and the rules thereunder to the extent necessary to 
permit shares of the Funds to be sold without sales charge 
to recipients of life insurance death claim proceeds paid by 
certain life insurance companies. 


On August 25, 1976, a notice was issued (Investment 
Company Act Release No. 9411) of the filing of the applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that the 
granting of the application is appropriate in the public 
interest and consistent with the protection of investors and 
the purposes fairly intended by the policy and provisions of 
the Act. Accordingly, 


IT !S ORDERED, pursuant to Section 6(c) of the Act, that 
the application for exemption from the provisions of Section 
22(d) of the Act and Rules thereunder, to the extent 
requested, be and hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9454/September 22, 1976 


In the Matter of 

THE CHASE FUND OF BOSTON 

SHAREHOLDERS’ TRUST OF BOSTON 

PHOENIX INVESTMENT COUNSEL OF BOSTON, INC. 
PHOENIX EQUITY PLANNING CORPORATION 

and 


CHASE INVESTMENT SERVICES OF BOSTON, INC. 
535 Boylston Street 
Boston, Massachusetts 02116 


(812-4005) 

















ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANTS FROM THE PROVISIONS OF 
SECTION 22(d) OF THE ACT 


An application, pursuant to Section 6(c) of the Investment 
Company Act of 1940 (the “Act”), was filed on August 5, 
1976, and an amendment thereto on August 12, 1976, by 
the following persons: The Chase Fund of Boston (the 
“Chase Fund”) and Shareholders’ Trust of Boston (‘“Share- 
holders’ Trust”) (collectively referred to as the “Funds”), 
open-end, diversified, management investment companies 
registered under the Act; Phoenix Investment Counsel of 
Boston, Inc. (“PIC”), investment adviser to the Funds; 
Phoenix Equity Planning Corporation (“PEPCO”), principal 
underwriter for the Funds; and Chase Investment Services 
of Boston, Inc. (“CIS”), an investment adviser registered 
under the Investment Advisers Act of 1940 and a subsidiary 
of PIC and PEPCO (the Funds, PIC, PEPCO, and CIS are 
collectively referred to herein as “Applicants”). The applica- 
tion requests an order of the Commission exempting Appli- 
cants from Section 22(d) of the Act to permit the limited sale 
of shares of the Funds at net asset value without a sales 
charge when such shares are purchased by certain mini- 
account clients of CIS. 


On August 27, 1976, a notice was issued (Investment 
Company Act Release No. 9419) of the filing of the applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The application has been considered and it is found that the 
granting of the requested exemption is appropriate in the 
public interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and provi- 
sions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, that 
the application for exemption from the provisions of Section 
22(d) of the Act be, and hereby is, granted, effective 
forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9455/September 23, 1976 


In the Matter of 


THE VALUE LINE INCOME FUND, INC. 

THE VALUE LINE DEVELOPMENT CAPITAL CORPO- 
RATION 

5 East 44th Street 

New York, New York 10017 


and 


LIQUIDONICS INDUSTRIES, INC. 
6382 Arizona Circle 
Los Angeles, California 90045 


(812-3964) 


NOTICE OF APPLICATION FOR ORDER PURSUANT TO 
RULE 17d-1 UNDER SECTION 17(d) OF THE ACT PER- 
MITTING A PROPOSED TRANSACTION 


NOTICE IS HEREBY GIVEN that The Value Line Income 
Fund, !nc. (“Income Fund”), an open-end, diversified man- 
agement company registered under the Investment Com- 
pany Act of 1940 (‘Act’), The Value Line Development 
Capital Corporation (“Development Capital”), a closed-end 
management investment company registered under the Act, 
and Liquidonics Industries, Inc. (“Liquidonics”) (collectively, 
the “Applicants”) filed an application on June 9, 1976, and 
amendments thereto on June 21, 1976 and August 24, 
1976, pursuant to Rule 17d-1 under Section 17(d) of the Act 
for an order permitting Income Fund and Development 
Capital to participate in a plan of recapitalization of Liqui- 
donics, involving the holders of outstanding debt and equity 
securities. All interested persons are referred to the applica- 
tion on file with the Commission for a statement of the 
representations contained therein, which are summarized 
below. 


Applicants represent that Income Fund presently holds 
$225,000 principal amount of the $1,407,500 aggregate 
amount of Liquidonics’ 5'/2% Subordinated Convertible In- 
come Notes due October 31, 1983 (5'/2% income notes”), 
$1,621,381 principal amount of the $10,465,756 aggregate 
amount of Junior Secured Notes due January 31, 1976 (the 
“junior secured notes”), and 22,500 of the 5,212,358 shares 
of Liquidonics’ common stock outstanding. Applicants state 
that Development Capital presently holds $275,000 principal 
amount of the 5'/2% income notes and 27,500 shares of 
Liquidonics’ common stock. 


Applicants state that Liquidonics has a consolidated working 
capital deficiency and deficiency in shareholders’ equity, 
has failed to make certain principal and interest payments, 
and is in violation of a number of provisions of, and is in 
default under, the loan and pledge agreements governing 
approximately $18,500,000 of its outstanding debt securi- 
ties. They further state that the continuation of Liquidonics 
as a going concern depends upon the willingness of its 
long-term creditors to continue to refrain from declaring their 
debt instruments immediately due and payable, and upon 
the ability of Liquidonics to rearrange its debt structure so as 
to be able to meet its long-term obligations from operations. 


Liquidonics and its creditors, including Income Fund and 
Development Capital, have agreed to a plan of recapitaliza- 
tion (“Plan”), pursuant to which there would be a reduction 
in the number of authorized shares of Liquidonics common 
stock, a reverse split of the common shares presently 
outstanding, a rights offering to Liquidonics’ shareholders, 
and an exchange by the holder (Mercantile National Bank at 
Dallas) of Liquidonics’ senior secured debt for a new senior 
secured note having an extended maturity date. In this 
regard, the Plan calls for the holders of Liquidonics’ junior 
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secured notes, including Income Fund, to exchange those 
notes for new common shares of Liquidonics and new junior 
secured notes having a higher interest rate but not maturing 
for twenty years. In addition, the holders of Liquidonics’ 
unsecured notes, including both Income Fund and Develop- 
ment Capital, are to exchange those securities for shares of 
the newly authorized common stock and for the new junior 
secured notes. 


Section 2(a)(3)(C) of the Act defines as an affiliated person 
of another person, as here pertinent, any person under 
common control with such other person. Applicants assert 
that Income Fund and Development Capital may be under 
common control because they have the same manager and 
investment adviser, Arnold Bernhard & Co., Inc., and have 
officers and directors in common with each other and with 
Arnold Bernhard & Co., Inc.; and, therefore, Income Fund 
and Development Capital may be affiliated persons of each 
other. 


Section 17(d) of the Act and Rule 17d-1 thereunder, in 
pertinent part, prohibit an affiliated person of a registered 
investment company, acting as principal, from participating 
in, or effecting any transaction in connection with, any joint 
enterprise or arrangement in which such registered invest- 
ment company is a participant with the affiliated person 
unless an application regarding such transaction has been 
filed with the Commission and has been granted by an order 
entered prior to the submission of such plan to security 
holders for approval, or prior to its adoption if not so 
submitted. A joint enterprise or other joint arrangement as 
used in Rule 17d-1 is any written or oral plan, contract, 
authorization or arrangement, or any practice or under- 
standing concerning an enterprise of undertaking whereby a 
registered investment company and any affiliated person of 
such registered investment company, or any affiliated per- 
son of such a person, have a joint or a joint and several 
participation, or share in the profits of such enterprise or 
undertaking. 


Thus, Section 17(d) and Rule 17d-1 thereunder, absent a 
Commission order, would prohibit the proposed arrange- 
ment whereby Income Fund and Development Capital, 
pursuant to the Plan, would exchange their present security 
interests in Liquidonics for the new classes of securities to 
be issued in the recapitalization. Applicants assert that 
participation by both funds is essential to the success of the 
Plan. 


In passing upon an application pursuant to Rule 17d-1, the 
Commission will consider whether participation by the regis- 
tered investment company in such joint enterprise or ar- 
rangement on the basis proposed is consistent with the 
provisions, policies and purposes of the Act, and the extent 
to which such participation is on a basis different from or 
less advantageous than that of other participants. 


In support of their request for exemption, Applicants repre- 
sent that participation by Income Fund and Development 
Capital in the Pian on the basis proposed is consistent with 
the provisions, policies and purposes of the Act, and not on 
a basis different from or less advantageous than that of 
other participants. In this regard, Applicants acknowledge 
that Income Fund, unlike all other holders of the presently 
outstanding junior secured notes—who will exchange 70% 


538/SEC DOCKET 


of the unpaid amounts of their old junior secured notes for 
new common stock and 30% for new junior secured notes— 
will exchange only 50% of its junior secured notes for new 
common shares and 50% for new junior secured notes. 
However, it is asserted that this difference was requested by 
Income Fund because of its conclusion that such difference 
was more, rather than less, advantageous to it; but such 
difference would not result in any disadvantage to Develop- 
ment Capital which does not hold any of the present junior 
secured notes.! 


Finally, Applicants assert that participation by Income Fund 
and Development Capital in the recapitalization on the basis 
proposed would be in the best interests of their respective 
shareholders, because without such participation the Plan 
would fail, in which event they allege the interests of all 
securityholders of Liquidonics, including Income Fund and 
Development Capital, would be seriously jeopardized. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than October 15, 1976, at 5:30 p.m., submit 
to the Commission in writing, a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues of fact 
or law proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the respective 
addresses stated above. Proof of such service (by affidavit, 
or in case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by Rule 
0-5 of the Rules and Regulations promulgated under the 
Act, an order disposing of the application may be issued as 
of course following said date, unless the Commission there- 
after orders a hearing upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing or advice 
as to whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





1 Since Income Fund and Development Capital are both 
registered investment companies, Rule 17d-1 requires that 
the Commission take into consideration any possible disad- 
vantage to either resulting from the terms of the proposed 
transaction. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9456/September 23, 1976 


In the Matter of 

















SEYMOUR FOODS, INC. 
101 North Kansas Avenue 
Topeka, Kansas 66603 


and 


BEN VOTH 

c/o G F Industries, Inc. 

2001 National Bank of Tulsa Building 
Tulsa, Oklahoma 74103 


(812-3957) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT EX- 
EMPTING PROPOSED TRANSACTION FROM SECTION 
17(a) OF THE ACT. 


On August 27, 1976, a notice was issued (Investment 
Company Act Release No. 9420) of an application filed on 
May 18, 1976, and amendments thereto on August 2 and 
20, 1976, by Seymour Foods, Inc., a Delaware corporation 
(“Seymour”), and Ben Voth (“Voth”) (collectively referred to 
as “Applicants”), for an order of the Commission, pursuant 
to Section 17(b) of the Investment Company Act of 1940 
(“Act”), exempting from the provisions of Section 17(a) of 
the Act the proposed sale by Seymour to Voth, and the 
proposed purchase by Voth, of Seymour's entire holdings of 
the common stock, $0.10 par value, of G F Industries, Inc., 
a Florida corporation (‘‘GFI”). All of the issued and out- 
standing shares of capital stock of Seymour are owned by 
Source Capital, Inc., a registered closed-end, diversified 
management investment company (‘Source’). 


The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter having been considered, it is found, on the basis 
of the information contained in the application, that the 
terms of the proposed transaction are reasonable and fair 
and do not involve overreaching on the part of any person 
concerned and that the proposed transaction is consistent 
with the policy of Source and with the general purposes of 
the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act, that 
the proposed sale by Seymour to Voth, and the proposed 
purchase by Voth, of Seymour's entire holdings of common 
stock, $0.10 par value, of GFI be, and is hereby, exempted 
from the provisions of Section 17(a) of the Act. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 7565/September 17, 1976 
STATE OF NEW YORK v. STEVE PARKER 


William D. Moran, Administrator of the New York Regional 
Office of the Securities and Exchange Commission, and 
Denis Dillon, District Attorney of the County of Nassau, New 
York, announced that on September 7, 1976 Steven Parker 
was sentenced to from 11/2 years to 3 years in prison 
resulting from his plea of guilty to grand larceny in the third 
degree. This sentence is to be served after Parker com- 
pletes a term of incarceration for parole violation stemming 
from his past federal conviction for interstate transportation 
of stolen securities. 


The present case involves Steven Parker's activities as 
President of P.G. Commodity Associates, Inc., a defunct 
corporation previously located in Great Neck, New York. 
Parker is alleged to have defrauded some twenty investors 
out of more than $103,000 through the sale of naked 
commodity options, primarily silver, during the period be- 
tween October, 1973 and March, 1974. His guilty plea was 
a result of a Superior County Court Information filed on July 
20, 1976 which charged Parker with two counts of grand 
larceny in the second degree. 





Litigation Release No. 7566/September 17, 1976 


S.E.C. v. Norman B. Duncan, et al., 
(USDC Montana, CV-76-92-Bu) 


Jack H. Bookey, Administrator of the Seattle Regional Office 
of the Securities and Exchange Commission announced 
that on September 10, 1976, the Commission filed a com- 
plaint in the U.S. District Court for Montana at Butte, 
seeking to enjoin the following individuals from violating the 
registration and anti-fraud provisions of the federal securi- 
ties laws in the offer and sale of investment contracts and 
evidences of indebtedness of Smart Pak, Inc., a Montana 
corporation, of Bozeman, Montana, Smart Pak, Inc., a 
Nevada corporation, of Las Vegas, Nevada, and Survival 
Heat Products, Inc. an Idaho corporation, of Idaho Falls, 
Idaho: 


Norman B. Duncan, Idaho Falls, Idaho 

Frank R. and Joyce Crawford, Garland, Texas 
Edgar and Judi Davis, Billings, Montana 
Ernestine Prochaska, Las Vegas, Nevada 
Maureen R. Hash, Bozeman, Montana, and 
George A. Strijek, Bozeman, Montana. 


Ali three named corporations are presently in Chapter XI 
arrangement proceedings under the National Bankruptcy 
Act in Butte. 


The complaint alleges that Duncan owns and controls the 
three corporations and that the other defendants sold and 
participated (aided and abetted) in the sale of the securities 
involved. 
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The complaint further alleges that the defendants partici- 
pated in a scheme whereby investors were induced to 
invest their money with the corporations to gain the right to 
perform intermediate production steps on the corporate 
products (consisting of plasticized paper bags filled with 
charcoal and other bags filled with pumice sand saturated 
with methyl alcohol _lethanol), called “Smart Start”, used 
as a fire starter). . .e investors received supplies and a 
heat-sealing machine to partially seal the container bags 
while working at home. The amounts of investments ranged 
from $500 to $2,000. 





Litigation Release No. 7567/September 17, 1976 


Sec v. Goodman Securities Corporation et al. 
(D. C., E. D. Va., Richmond Division, Civil Action No. CA 
76-0007-R) 


Paul F. Leonard, Administrator of the Washington Regional 
Office announced that on September 2, 1976, the Honora- 
ble D. Dortch Warriner, United States District Judge for the 
Eastern District of Virginia, entered a Final Judgment and 
Order against Robert M. Goodman (Goodman), Robert M. 
Goodman Associates, Inc. (Associates), and Goodman Se- 
curities Corporation (GSC) based upon their involvement in 
the offer and sale of interests in 14 real estate limited 
partnerships. 


The judgment and order against Goodman, Associates, and 
GSC requires these defendants, among other things, to 
forfeit certain general partnership interests, to forgive certain 
limited partnership debts, to pay a specified sum of money 
to former limited partners, and to modify a trust agreement 
with one of the limited partnerships. Goodman, Associates, 
and GSC had previously consented to injunctions which 
enjoined them from violating the registration and anti-fraud 
provisions of the federal securities laws. 


On the same date Judge Warriner entered Orders dismiss- 
ing the Commission's action against defendants Reza M. 
Valad, Donald P. Pavell, and Glade M. Knight. These orders 
embody undertakings which provide generally that the indi- 
viduals will in the future comply with the registration provi- 
sions of the Securities Act of 1933 (Securities Act) and in all 
future offers and sales of securities will make such full and 
fair disclosure as required by the Securities Act and the 
Securities Exchange Act of 1934. 


The Court retained jurisdiction over each of the aforemen- 
tioned individuals and entities for the purpose of enforcing 
the operative provisons of each of the aforementioned 
orders. 


For further information see Litigation Release Nos. 7234, 
7266 and 7519. 
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Litigation Release No. 7568/September 20, 1976 


Securities and Exchange Commission v. Hilliard Farber 
76 Civil 4168 (S.D.N.Y.) 


William D. Moran, Administrator of the New York Regional 
Office of the Securities and Exchange Commission (“Com- 
mission’) announced that on September 20, 1976 a Com- 
plaint was filed in the United States District Court for the 
Southern District of New York seeking to enjoin Hilliard 
Farber (‘Farber’) of Brooklyn, New York from further viola- 
tions of the reporting, registration and anti-fraud provisions 
of the federal securities laws. The Complaint was filed in 
connection with the alleged overvaluations during 1974 of 
trading account securities held by the Chase Manhattan 
Bank, N.A. (“Chase Bank”), a wholly-owned subsidiary of 
The Chase Manhattan Corporation (““CMC’’). 


The Complaint alleges that Farber, formerly a senior vice 
president of CMC, personally ascribed and caused other 
traders under his supervision to ascribe overstated values to 
the securities. Although CMC followed the generally ac- 
cepted accounting principle of valuing its trading account 
securities at the lower of cost or market, the prices ascribed 
to the securities by Farber were allegedly above the then 
current market values. It is charged that these overvalua- 
tions initiated by Farber caused CMC to file false and 
misleading periodic reports with the Commission for the 
three and six month periods ending March 31, 1974 and 
June 30, 1974, respectively. 


Specifically, it is charged that CMC’s first quarter net income 
was overstated by approximately $6,630,000 or 18% and 
the net income for the six month period was overstated by 
approximately $12,435,000 or 17%. In addition, it is alleged 
that the losses in the bond trading account were under- 
stated by $14.7 million and $27.5 million respectively for the 
two periods. CMC publicly announced its discovery of these 
overvaluations in October 1974. Subsequent to CMC’s 
announcement of the overvaluations, CMC filed amend- 
ments to its quarterly reports correcting the inaccurate 
financial results for the two periods. 


It is also charged that the false and misleading results of 
CMC's first quarter were included in a registration statement 
and prospectus relating to CMC’s offering of floating rate 
notes in August 1974. 


Simultaneous with the filing of the Complaint, Farber con- 
sented, without admitting or denying the allegations con- 
tained in the Commission’s Complaint, to the entry of a Final 
Judgment of Permanent Injunction. 


In connection with the filing and resolution of the Civil 
injunctive action as to Farber, the Commission announced 
the institution of proceedings pursuant to Section 15(c)(4) of 
the Securities Exchange Act of 1934 with respect to CMC. 
The Commission also announced the acceptance of an offer 
of settlement from CMC consenting, without admitting or 
denying any of the Commission's findings, to the issuance 
of an Order Instituting Proceedings and Findings, Opinion 
and Order of the Commission. 











Litigation Release No. 7569/September 20, 1976 


SEC v. MASTER DRILLERS, INC., ET AL 
(N.D. TEX.) (Civil Action No. CA 3-75-1469F) 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, today 
announced that on September 2, 1976, Federal District 
Judge Robert W. Porter at Dallas, Texas, entered an order 
of permanent injunction by default enjoining William A. 
Fugua Dallas, Texas, from further violations of the registra- 
tion and anti-fraud provisions of the federal securities laws. 


The Commission's complaint, filed February 5, 1975, 
charged Fugua with violations of the registration and anti- 
fraud provisions of the federal securities laws in connection 
with the offer and sale of fractional undivided working 
interests in oil and gas leases issued by Standard Energy 
Corporation (formerly known as Gulf & Western Energy 
Corporation), Dallas, Texas. 


For further information see Litigation Releases No. 7204, 
7275, 7351 and 7411. 





Litigation Release No. 7570/September 20, 1976 


SEC v. CROWN CORPORATION; LTH, LTD., 
(D. HAWAII, 76-0093) 


Gerald E. Boltz, Administrator of the Los Angeles Regional 
Office of the Securities and Exchange Commission, today 
announced, that on July 13, 1976, U. S. District Court Judge 
Martin Pence, District of Hawaii, appointed Vernon Y. T. 
Woo, Attorney at Law, 1730 Pacific Trade Center, Honolulu, 
Hawaii 96813, as Special Counsel for Crown Corporation 
and LTH, Ltd. and on August 25, 1976, Paul Maki of the 
same firm, Woo & Maki, was appointed Co-special Counsel 
pursuant to the Final Judgment of Permanent Injunction and 
Ancillary Relief entered in this matter on March 12, 1976. 
Special Counsel is directed to conduct a full investigation 
into the matters alleged in the Commission’s complaint 
herein and to report to the Court his findings and recom- 
mendations respecting any claims that Crown Corporation 
or LTH, Ltd. may have against present and former officers, 
directors or controlling persons of these corporations and 
their subsidiaries and affiliates. 


For further information see Litigation Release 7311. 





Litigation Release No. 7571/September 20, 1976 


U. S. v. RICHARD P. CURRAN, ET AL., 
(USDC, ARIZ, CR76-323) 


William C. Smitherman, United States Attorney for the 
District of Arizona, and Robert H. Davenport, Regional 
Administrator of the Denver Regional Office of the Securi- 
ties and Exchange Commission today announced that on 
September 14, 1976 a federal grand jury in Phoenix, 
Arizona (United States District Court for the District of 
Arizona) has returned a multi-count indictment charging 
Richard P. Curran, Malibu, California; William Hetrick, Tus- 
tin, California; Hal Franklin Ely, Foster City, California; 
Robert Kenneth Lewkowitz, Phoenix, Arizona, certified pub- 
lic accountant; Martin William Rose, Scottsdale, Arizona; 
Linda Lou Schellhorn, Scottsdale, Arizona; Marciano An- 
thony Rivera, Jr., Scottsdale, Arizona; Carl Richard Tamuty, 
Cave Creek, Arizona; Thomas B. Manchester, Phoenix, 
Arizona; Neal Henry Lidenberg, Mesa, Arizona; Jaime Ma- 
tlick Farris, San Francisco, California; Marcus Theodore 
Baumann, Phoenix, Arizona; Dell D. Miller, Columbus, Ne- 
braska; Henry James McDonald, Cave Creek, Arizona; 
Ronald Paul Sundberg, Pauma Valley, California; Max L. 
McCall, Fayetteville, North Carolina; Ralph Frederick 
Strand, Fayetteville, North Carolina; and Adolph P. Neer, 
Scottsdale, Arizona; and the following companies—Bemis 
Investment Co.; Dell Investment Company; McDonald In- 
vestment Company; Ron-Sun Investment, Inc.; and Stand- 
ard Land Title and Trust Agency with various counts of 
securities fraud, mail fraud, and interstate transportation of 
money obtained by fraud in connection with the purchase 
and sale of various interests in land contracts offered for 
sale and sold by Cochise College Park, Inc. In addition, 
Curran, Rivera, and Tamuty are charged with operating 
enterprises (Cochise and R & T Investment) in violation of 
the federal Racketeer Influenced and Corrupt Organizations 
(RICO) statute. 


The indictment alleges that the defendants defrauded nu- 
merous investors throughout the United States in inducing 
such investors to purchase various interests in land con- 
tracts through false and fraudulent representations. The 
indictment alleges that the defendants variously represented 
that such securities were safe and secure investments, 
would return a guaranteed interest of 12 percent, and that 
Cochise was purportedly a very successful company which 
would guarantee payment of the securities. The indictment 
alleges the defendants omitted to disclose that such invest- 
ments were very risky and that Cochise was operating at a 
tremendous loss and has a precarious financial condition 
and that payments were made to previous investors from 
monies obtained from new investors. 


The investigation leading to the return of the indictment was 
conducted by the Office of the U. S. Attorney for the District 
of Arizona, the Federal Bureau of Investigation, and the staff 
of the Commission. 


For further information see litigation release nos. 5315, 
5399, 5427, and 5445. 





Litigation Release No. 7572/September 20, 1976 


S.E.C. v. Capital Planning Associates, Inc., et al. 
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(N.D. Calif., Civil Action No. 76-1198-SW) 


Gerald E. Boltz, Regional Administrator of the Los Angeles 
Regional Office, and Michael J. Stewart, Acting Associate 
Regional Administrator of the San Francisco Branch Office, 
announced that on August 31, 1976, the Honorable Spencer 
Williams, United States District Judge for the Northern 
District of California, entered Final Judgments of Permanent 
Injunction, by consent, against Leroy G. von Schottenstein 
(“von Schottenstein”), an attorney from Orinda, California 
and Michael M. Manning, (“Manning”) an accountant from 
Mill Valley, California, enjoining them from further violations 
of the registration and anti-fraud provisions of the federal 
securities laws in connection with the offer and sale of any 
securities. The Commission’s Complaint alleged that the 
anti-fraud violations had occurred in connection with the 
offer and sale of the securities of National Real Estate Fund 
(“National”), a real estate investment trust, of which von 
Schottenstein and Manning are trustees. The violations of 
the registration provisions were alleged to have occurred in 
connection with the offer and sale of securities, in the form 
of limited partnership interests, issued by Capital Planning 
Associates, Inc and its affiliates. von Schottenstein and 
Manning were also permanently enjoined from aiding and 
abetting National or any other registrant from failing to 
timely file required annual, quarterly, and interim reports 
with the Commission. 


In connection with the entry of the above-mentioned judg- 
ments, von Schottenstein has undertaken and represented 
that he is not now practicing before the Commission as an 
attorney, that he will not practice before the Commission 
without securing prior approval from the Office of the 
General Counsel, and that he will provide information re- 
quested by the Office of the General Counsel concerning 
his professional! practice and business dealings. Manning 
has undertaken and represented that he is not now practic- 
ing before the Commission as an accountant, that he will 
not practice as an accountant before the Commission for a 
period of 18 months, and that after said 18 month period he 
will advise the Office of Chief Accountant of his intention to 
so practice and provide it with reasonable information 
regarding his professional activities as an accountant. The 
Commission has determined not to institute proceedings 
pursuant to Rule 2(e) of the Commission’s Rules of Practice 
[17 C.F.R. 201.2(e)] in light of the undertakings set forth 
above. 


von Schottenstein and Manning consented to entry of the 
foregoing judgments without admitting or denying the alle- 
gations of the Commission’s Complaint. For further informa- 
tion see Litigation Release Nos. 7452 and 7480. 





Litigation Release No. 7573/September 20, 1976 

SEC v. INTERNATIONAL MINING AND PETROLEUM 
COMPANY; DONALD C. DECKER 

(E.D. Mich., S. Div., Civil Action No. 671903) 

William D. Goldsberry, Administrator of the Chicago Re- 
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gional Office of the Securities and Exchange Commission, 
announced that on September 14, 1976, a Complaint was 
filed in the Federal court at Detroit, Michigan seeking an 
injunction against International Mining and Petroleum Com- 
pany (‘International’), a Delaware corporation with offices in 
Michigan, and Donald C. Decker (‘Decker’), of Fairfax, 
Oklahoma, former president of International. 


The complaint alleged that International and Decker violated 
the registration provisions of the Securities Act of 1933 in 
connection with the offer and sale of common stock of 
International; and that both defendants violated the anti- 
fraud provisions of the Securities Act and the Securities 
Exchange Act of 1934 in connection with the sale of 
common stock of International; fractional undivided interests 
in oil and gas rights; and limited partnership interests in oil 
and gas ventures. In addition, the Complaint alleged that the 
defendants had violated the reporting provisions of the 
Securities Exchange Act with respect to the acquisition by 
International of the common stock of another company. 


Simultaneously with the filing of the Complaint, International 
and Decker, without admitting or denying the allegations in 
the Complaint, consented to the entry of a permanent 
injunction, in accordance with the demands of the Com- 
plaint. Accordingly, on September 14, 1976, United States 
District Judge James P. Churchill entered a Final Judgment 
(Permanent Injunction) as to each defendant, permanently 
enjoining further violations of the registration and anti-fraud 
provisions above-mentioned, as well as the reporting provi- 
sions of the Securities Exchange Act. 





Litigation Release No. 7574/September 20, 1976 


STATE OF OHIO v. STANLEY M. COOPER 
(COURT OF COMMON PLEAS, HAMILTON COUNTY NO. 
B 761347) : 


William D. Goldsberry, Administrator of the Chicago Re- 
gional Office of the Securities and Exchange Commission, 
and Simon L. Leis, Jr., Hamilton County, Ohio, Prosecuting 
Attorney, jointly announced that on September 7, 1976, 
Stanley M. Cooper of Cincinnati, Ohio was sentenced to 
eleven years imprisonment by Judge Robert S. Kraft of the 
Hamilton County, Ohio, Court of Common Pleas, in connec- 
tion with an eleven-count information, charging Cooper with 
selling unregistered securities in violation of the provisions 
of the Ohio Revised Code,. Sections 1707.01 to 1707.45 
inclusive, and Section 1707.44(c)(i). 


On April 28, 1976, Cooper plead no contest to the informa- 
tion’s eleven counts of selling non-registered securities. 


For further information, see Litigation Release No. 7473. 





Litigation Release No. 7575/September 21, 1976 








SEC v. J.-TEX PETROLEUM CORPORATION 
ND/TEX (FW-1608) 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, an- 
nounced that on September 13 and August 10, 1976, 
Federal District Judge Robert W. Porter at Dallas, Texas 
entered orders of preliminary injunction against J-Tex Petro- 
leum Corporation and David L. Johnson, Sr., both of Abi- 
lene, Texas, formerly of Dallas, preliminarily enjoining each 
from violations of the registration and antifraud provisions of 
the federal securities laws. 


Previously, on August 4, 1976, Judge Porter entered an 
order permanently enjoining David L. Johnson, Jr. of San 
Antonio, Texas, from further violations of the registration 
provisions of the federal securities laws. 


The defendants consented to the entry of the injunctive 
orders without admitting or denying the allegations in the 
Commission’s complaint, which was filed June 30, 1976. 
The complaint alleged violations of the registration and anti- 
fraud provisions of the federal securities laws in the offer 
and sale of fractional undivided working interests in oil and 
gas leases located in Shackleford, Stephens and Throck- 
morton Counties, Texas issued by J-Tex Petroleum Corpo- 
ration. 


For further information see Litigation Release No. 7482. 





Litigation Release No. 7576/September 21, 1976 


SEC v. FIRST OMAHA SECURITIES CORPORATION, ET 
AL. 
(USDC, NEBR., 76-0-343) 


Robert H. Davenport, Administrator of the Denver Regional 
Office of the Securities and Exchange Commission, an- 
nounced that on September 8, 1976 a complaint was filed in 
the Federal District Court for the District of Nebraska 
seeking a temporary restraining order, preliminary injunc- 
tion, and a permanent injunction enjoining First Omaha 
Securities Corporation and certain of its principals—Cliff 
Rue Rahel, Robert Perelman, Ernest Gordon Field, and 
John Joe Ricketts—from violating certain of the provisions 
of the federal securities laws which require broker-dealers 
registered with the Commission to make and keep certain 
records relating to their business to verify the correctness of 
the records periodically and to notify the Commission when- 
ever such records are not correct or accurate and to 
determine whether a bank account number for the exclusive 
benefit of customers has the required balance. 


The complaint alleges that First Omaha Securities Corpora- 
tion, aided and abetted by the individual defendants, who 
were all officers and directors of the firm, violated the 
aforementioned requirements. 


= The Honorable Richard E. Robinson, District Court Judge, 


on September 9, 1976 entered a temporary restraining 
order prohibiting First Omaha Securities Corporation from 
violating the above described provisions of laws and also 
prohibiting First Omaha Securities Corporation from acting 
as a broker or dealer while it is violating such laws. Such 
order is to remain in effect until, in substance, further action 
is taken by the Court in the suit. The defendant First Omaha 
Securities Corporation consented to the entry of the tempo- 
rary restraining order. 





Litigation Release No. 7577/September 21, 1976 


SEC v. FRANK SALGAN 
76 C 2239 Northern District of Illinois 


William D. Goldsberry, Administrator of the Chicago Re- 
gional Office, today announced that on August 17, 1976, the 
Honorable George Leighton, United States District Court 
Judge for the Northern District of Illinois, Eastern Division, 
entered a Final Judgment permanently enjoining Frank 
Salgan from further violations of the anti-fraud provisions of 
the Securities Act of 1933 and the Securities Exchange Act 
of 1934. Salgan consented to the issuance of the order, 
without admitting or denying the allegations of the Commis- 
sion’s Complaint. 


The Complaint, which was filed on June 16, 1976, alleged 
that Salgan violated the aforesaid anti-fraud provisions by 
engaging in a scheme to defraud individuals of approxi- 
mately $600,000 by means of utilizing forged letters purport- 
edly written by officers of 2 corporations which falsely 
represented that these companies had securities in registra- 
tion with the Commission and that Salgan was authorized to 
offer these securities to investors and that investors would 
make substantial profits when they sold these securities 
since they could purchase them at a substantial discount. 


In addition, the Complaint alleged that Salgan falsely repre- 
sented that he was authorized to offer the aforementioned 
securities to investors at a discount and that he would utilize 
funds he obtained from investors to purchase these securi- 
ties. The Complaint further alleged that Salgan failed to 
disclose to investors that these companies did not, in fact, 
have securities in registration with the Commission, that the 
stationery and letters he was presenting to these investors 
were forged by Salgan, that he had no authorization to offer 
these securities to investors, and that he used the funds he 
obtained from investors for his own personal use and 
benefit and never invested such funds in the securities he 
was Offering to investors. 





Litigation Release No. 7578/September 21, 1976 
SEC v. BEE-LGEE INVESTMENT FUND, INC. ET AL 
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(NORTHERN DISTRICT OF ILLINOIS, EASTERN DIVI- 
SION) CIVIL ACTION 7603189 


William D. Goldsberry, Administrator of the Chicago Re- 
gional Office of the Securities & Exchange Commission, 
announced that on August 26, 1976 the Commission filed a 
complaint in the United States District Court for the Northern 
District of Illinois, in Chicago, Illinois, seeking to enjoin BEE- 
LGEE Investment Fund, inc. (BLG), VIP Investment Corpo- 
ration (VIP), and Benjamin L. Grab (Grab) from violating the 
registration and anti-fraud provisions of the Federal securi- 
ties laws in the offer and sale of investment certificates and 
limited partnership interests in BLG and in the offer and sale 
of corporate promissory notes of ViP. 


The Compiaini alleges that during the period from October, 
1974 to February, 1974 BLG and Grab solicited over 2,300 
public investors to purchase investment certificates or lim- 
ited partnership units in BLG. The Complaint alleges that 
the defendants BLG and Grab misrepresented to investors 
that their investments would be backed directly by seven 
Holiday Inn Hotels, that investors could expect a return on 
their investment of from 12 to 14 percent annually, and that 
acquisition talks were presently under way to purchase 
additional hotel properties. The Complaint alleges that at the 
time these representations were made, BLG did not own 
any Holiday Inn Hotel properties and had no basis for 
representing to investors that they could expect a 12 to 14 
percent return on their investments. 


The Complaint further alleges that during the period Febru- 
ary, 1975 to the present, defendants VIP and Grab have 
offered and sold corporate promissory notes of VIP to public 
investors and have raised approximately $170,000 through 
such sales. The Complaint alleges that during the offer and 
sale of such promissory notes defendants VIP and Grab 
defrauded investors in that, among other things: 


(a) Defendants VIP and Grab distributed business 
cards to investors and prospective investors in VIP 
which represented that VIP was an “international 
investment Organization” with offices at 55 East Mon- 
roe, Chicago, Illinois. Certain of these business cards 
further represented that offices of VIP were planned 
or soon to open in Los Angeles, Miami, Montreal, New 
York, Sydney and Zurich. These representations were 
false in that VIP had no office at 55 East Monroe, 
Chicago, Illinois, and had taken no steps to open 
offices elsewhere. 


(b) Defendants VIP and Grab, represented to inves- 
tors and prospective investors in VIP that defendant 
Grab was an employee of VIP, not its sole officer and 
employee. Defendants VIP and Grab additionally rep- 
resented that James Moust, Robert Lamel and/or 
Robert Gordon were the officers of VIP. In fact, each 
of those names is an alias used by Grab. 


(c) Defendants VIP and Grab represented to investors 
and potential investors in VIP that their funds would 
be used by VIP to purchase motel properties for 
investment. Defendants VIP and Grab failed to dis- 
close that they never purchased any motel properties. 
Defendants VIP and Grab further failed to disclose 
that VIP was only able to pay investors by raising 
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funds from other investors. 


(d) Defendants VIP and Grab represented to investors 
and potential investors in VIP that as a result of their 
investment in VIP the investors would receive compli- 
mentary Holiday Inn guest passes and complimentary 
airline travel passes. Defendants VIP and Grab further 
represented that the complimentary airline tickets 
were available because one of VIP’s directors had an 
association with an Airline Public Relations Director. 
Defendants VIP and Grab did not disclose that, in 
fact, both the Holiday Inn guest passes and the airline 
tickets were purchased with the money VIP received 
from investors. 


James L. Sanders 
312/353-7418 





Litigation Release No. 7579/September 23, 1976 


SEC v. Frank S. Arko, et al. 
(W.D. Wash. Civil Action No. C-76-581V) 


Jack H. Bookey, Regicnal Administrator of the Seattle 
Regional Office of the Securities and Exchange Commis- 
sion, announced today that on August 20, 1976, the Honor- 
able Donald J. Voorhees, U.S. District Judge, Western 
District of Washington, signed a Decree of Permanent 
Injunction, permanently enjoining Frank S. Arko and William 
M. Mitchell, both of Bellevue, Washington, from further 
violations of the anti-fraud provisions of the Securities and 
Exchange Act of 1934 and the Investment Advisers Act of 
1940, in connection with Arko’s business as a registered 
investment adviser and publisher of the International Frank 
Arko Report-The International Investor. 


The complaint, which was also filed on August 20th, alleged 
that Arko aided and abetted by Mitchell, had engaged in the 
practice of “scalping” with respect to his investment advi- 
sory service. Specifically, the complaint alleged that since 
about November 1975, defendants purchased shares of 
stock of Q. C. Exploration, Ltd., Lion Mines, Ltd. (both 
Canadian companies), and Galaxy Oil Company, a Texas 
corporation, for their own accounts shortly prior to Arko’s 
recommendation to his clients that they purchase for long 
term investment shares of the same issuers. The complaint 
further alleged that shortly after Arko’s publication of pur- 
chase recommendations to clients, Mitchell and Arko sold 
previously acquired blocks of the same securities, without 
disclosing their prior purchases and subsequent sales to 
clients. 


The Decree of Permanent Injunction also required Arko to 
disclose to any person who was his client between Novem- 
ber 1, 1975 and August 21, 1976, the substance of the 
Decree as weli as a schedule reflecting Arko's transactions 
in the stock of Q. C., Lion, and Galaxy, including the name 
of the securities, the date of each transaction, number of 
shares purchased and sold and the price involved in each 
transaction. 
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SECURITIES INVESTORS PROTECTION ACT 





ACCOUNTING SERIES RELEASE 
Release No. 197/September 20, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5743/September 20, 1976 


SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 59/September 17, 1976 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12812/September 17, 1976 
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VOLUME 9 — INDEX 


The legal status of any listing in this Index is not affected 
thereby. 


ACCOUNTING AND AUDITING 
Accounting Series Releases 


No. 190, 3/23/76, Notice of Adoption of Amendments to 
Regulation S-X Requiring Disclosure of Certain Replace- 
ment Cost Data, no. 5, p. 240 

No. 191, 3/30/76, In the Matter of Rudolph, Palitz & Co. and 
Harvey B. Spiegel, Findings, Opinion and Order Imposing 
Remedial Sanctions, no. 6, p. 363 


Regulation S-X 


Rule 3-16, General notes to financial statements; Rules 
13a-13 and 15d-13, Quarterly reports on Form 10-Q; 
proposed amendment, 33-5689, 34-12203, 3/15/76, no. 4, 
p. 178 

Rule 3-16(s), General notes to financial statements, pro- 
posed amendment to modify requirements for reporting 
disagreements with former accountants, 33-5701, 34- 
12388, 35-19504, 4/29/76, no. 10, p. 477 

Rule 3-17, Current replacement cost information, adopted, 
33-5695, 34-12240, 35-19437, AS-190, 3/23/76, no. 5, p. 
240; proposed amendment, 33-5696, 34-12241, 35- 
19438, 3/23/76, no. 5, p. 245 

Articles 7 and 7A, relating to financial statements of insur- 
ance companies, proposed amendment, 33-5716, 34- 
12507, 35-19552, IC-9310, 6/3/76, no. 15, p. 761 


Staff Accounting Bulletins 

No. 6, 3/1/76, no. 2, p. 115 

No. 7, 3/23/76, no. 5, p. 295; see also SAB No. 9 
No. 8, 6/4/76, no. 16, p. 868 

No. 9, 6/17/76, no. 17, p. 916 

ADMINISTRATIVE PROCEEDINGS 


See list at end of index for persons and companies named 
in Findings, Opinions, Orders, Notices 


AMERICAN STOCK EXCHANGE 

Applications to Strike from Listing and Registration 

Avien, Inc., granted 34-12340, 4/14/76, no. 8, p. 410 
International Industries, Inc., Kilembe Copper Cobalt, Ltd., 


Savoy Industries, Inc., granted, 34-12144, 2/26/76, no. 1, 
p. 10 
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EC COCcke 


MARCH-JULY 1976 


Neonex International, Ltd., 34-12610, 7/8/76, no. 20, p. 
1054 

The Woodmoor Corporation, granted, 34-12161, 3/3/76, no. 
2, p. 85 


Proposed Rule Changes 


Collection of SEC transaction fees, Amex-76-8, declared 
effective, 34-12280, 4/29/76, no. 6, p. 316 

Consolidated tape plan, amendment to joint industry plan 
declared effective, 34-12433, 5/12/76, no. 12, p. 624 

Elimination of monthly filing of “fail” reports by members 
and member organizations, Amex-76-14, declared effec- 
tive, 34-12421, 5/10/76, no. 12, p. 618 

Exemption from filing annual audited financial statements, 
Amex-76-15, 34-12397, 4/30/76, no. 11, p. 547; ap- 
proved, 34-12531, 6/10/76, no. 16, p. 835 

Fees for last sale information, Amex-76-7, 34-12213, 3/16/ 
76, no. 4, p. 202 

Fingerprint processing plan approved for six month pilot 
period, 34-12609, 7/8/76, no. 20, p. 1053 

Membership and disciplinary proceedings, Amex-76-2, ap- 
proved, 34-12494, 5/28/76, no. 15, p. 779 

Minimum commission charges, proposed elimination of pro- 
visions, Amex-76-13, 34-12336, 4/12/76, no. 8, p. 408; 
approved, 34-12398, 4/30/76, no. 11, p. 547 

Net capital rule and business restriction and reduction 
requirements, to conform to Rule 15c3-1, Amex-76-1, 34- 
12369, 4/23/76, no. 10, p. 485; approved, 34-12519, 6/7/ 
76, no. 16, p. 827 

Off-board transactions in listed securities, to conform to 
Rule 19c-1, Amex-76-10, 34-12200, 3/12/76, no. 4, p. 
194; approved, 34-12243, 3/23/76, no. 5, p. 250 

Open orders, revised procedure for proportional reduction 
on occasion of stock dividend or distribution, Amex-76-16, 
34-12591, 7/2/76, no. 20, p. 1028 

Options program, proposed expansion from 60 to 100 call 
options classes, Amex-76-12, 34-12334, 4/12/76, no. 8, p. 
407 

Prohibition of imposition of any differential on certain types 
of odd-lot orders, Amex-76-3, approved, 34-12381, 4/27/ 
76, no. 10, p. 494 

Put option contracts, to permit trading, Amex-76-11, 34- 
12231, 3/18/76, no. 4, p. 216; Commission will not. make 
a decision until after 1/1/77, 34-12601, 7/7/76, no. 20, p. 
1044 

Short sales to be governed by application of tick test to last 
sale on Amex, Amex-76-9, 34-12202, 3/12/76, no. 4, p. 
195; approved, 34-12357, 4/21/76, no. 9, p. 455 

Specialist bid or offer substituted for current public bid or 
offer, Amex-76-6, approved, 34-12301, 4/1/76, no. 6, p. 
327 




















AMERICAN STOCK EXCHANGE CLEARING CORPORA- 
TION 


Proposed Rule Changes 


Conversion of convertible securities to effect settlement 
through continuous net settlement system, ASECC-76-2, 
34-12293, 3/31/76, no. 6, p. 324. 

Priority allocations of securities in continuous net settlement 
system and treatment of dividends which may be paid in 
cash or securities, ASECC-76-1, 34-12292, 3/31/76, no. 
6, p. 324; approved, 34-12442, 5/13/76, no. 12, p. 632 

Proposed merger with the National Clearing Corporation 
and Stock Clearing Corporation, see 34-12489, 5/28/76, 
no. 15, p. 764 


ANNOUNCEMENTS 


“An Analysis of the Current Costs of Clearing and Settling 
Securities Transactions and Cost Implications of the De- 
velopment of a Unified National System,” non-confidential 
portions of study by R. Shriver Associates made public, 
34-12536, 6/11/76, no. 17, p. 876 

Central limit order repository (the “composite book”), solici- 
tation of comments on certain issues relating to the 
development and implementation of, 34-12159, 3/2/76, 
no. 2, p. 76; extension of time for comment to 6/1/76, 34- 
12403, 5/3/76, no. 11, p. 549 

Consolidated tape plan, modification of provisions, request 
by Reuters Limited published for public comment, 34- 
12162, 3/3/76, no. 2, p. 85; extension of time for comment 
to 5/1/76, 34-12318, 4/6/76, no. 7, p. 376 

Corporate Disclosure, Advisory Committee solicits public 
comments on issues to be addressed, 33-5707, 34- 
12454, 5/18/76, no. 13, p. 672 

Delegation of authority to Director, Division of Market Regu- 
lation, to disapprove Notices filed pursuant to Rule 17f- 
2(e) and to grant exemptions pursuant to Rule 17f-2(g), 
34-12214, 3/16/76, no. 4, p. 203 

Delegation of authority to Director, Division of Market Regu- 
lation, to review and approve requests for designation 
made pursuant to Rule 17d-1, 34-12352, 4/20/76, no. 9, 
p. 450 

Delegation of authority to Director, Division of Market Regu- 
lation, to grant and deny applications for confidential 
treatment of information, 33-5700, 34-12386, FOIA-45, 4/ 
28/76, no. 10, p. 475 

Delegation of authority to Director, Division of Market Regu- 
lation, to make findings that the agreements, safeguards, 
and provisions of registered clearing agencies are ade- 
quate for the protection of investors, 34-12429, 5/12/76, 
no. 12, p. 622 

Delegation of authority to Director, Division of Corporation 
Finance, to authorize the granting of applications for 
release of reports filed with the Commission on Form 1-G, 
33-5708, 5/18/76, no. 13, p. 673 

Delegation of authority to Chief Administrative Law Judge to 
grant extensions of time for conclusion of proceedings, 
34-12437, IA-515, 5/12/76, no. 13, p. 674 

Division of Investment Management Regulation renamed 
Division of Investment Management and certain functions 
transferred to it from Division of Corporation Finance, 33- 
5720, 34-12568, 39-439, IC-9329, 6/22/76, no. 18, p. 928 

Last sale information, clarification of availability on real-time 


P basis for purposes of Rules 10a-1 and 17a-15, 34-12138, 


2/25/76, no. 1, p. 8 

National Market Advisory Board, Robert M. Fomon ap- 
pointed member to replace John E. Leslie, who resigned, 
34-12385, 4/18/76, no. 10, p. 496 

National securities exchanges, rules relating to membership 
and association with members, general inquiry with em- 
phasis of foreign aspects, 34-12157, 3/2/76, no. 2, p. 45 

Settling disputes between customers and registered brokers 
and dealers, development of nationwide procedures, 34- 
12528, 6/9/76, no. 16, p. 833; extension of time for 
submitting proposals and postponement of public forum, 
34-12577, 6/25/76, no. 19, p. 985 

Significant letters issued by the Division of Corporatior. 
Finance, monthly publication of list, 33-5691, 34-12222, 
39-430, 4/17/76, no. 4, p. 180 

Summary suspensions, adoption of procedures by which 
person adversely affected may obtain prompt considera- 
tion of reasons such person believes continued suspen- 
sion is not in public interest or not required for protection 
of investors, 34-12361, 4/22/76, no. 10, p. 482 

Use of commission payments by fiduciaries; interpretations 
of Section 28(e) of Securities Exchange Act of 1934, 34- 
12251, 3/24/76, no. 5, p. 259 


Automobile “dealerships,” see LR-7467, 6/25/76, v. 9, no. 
19, p. 1008 


BOSTON STOCK EXCHANGE 
Applications for Unlisted Trading Privileges 


Atlantic Richfield Company, Bristol-Myers Company, Carter 
Hawley Hale Stores, Inc., Champion International Corp., 
City Investing Company, Dart Industries, Inc., Diamond 
Shamrock Corp., H. J. Heinz Company, Household Fi- 
nance Corp., Ingersoll-Rand Company, International Tel- 
ephone & Telegraph Corp., Norton Simon Inc., Occidental 
Petroleum Corp., Southern California Edison Company, 
Sun Oil Company, TRW, Inc., Textron, Inc., The Travelers 
Corp., United Technologies Corp., Weyerhaeuser Com- 
pany, granted, 34-12145, 2/26/76, no. 1, p. 10 

Central Telephone & Utilities Corp., Gibraltar Financial 
Corp. of California, Houston Oil & Mineral Corp., Kenna- 
metal, Inc., MCA, Inc., Whittaker Corp., 34-12341, 4/14/ 
76, no. 8, p. 410; granted, 34-12455, 5/19/76, no. 13, p. 
676 

Tandycraft, Inc., 34-12341, 4/14/76, no. 8, p. 410; granted, 
34-12481, 5/26/76, no. 14, p. 7 


Application to Withdraw from Listings and Registration 
Precision Optics, Inc., 34-12430, 5/12/76, no. 12, p. 623 
Proposed Rule Changes 


Definition of members, member organization, and associ- 
ated persons and revision of qualifications of member- 
ship, BSE-76-7, 34-12227, 3/17/76, no. 4, p. 214; ap- 
proved, 34-12516, 6/3/76, no. 15, p. 793 

Differential charge on odd-lot when coupled with round-lot, 
elimination of, BSE-76-6, 34-12171, 3/5/76, no. 3, p. 126 

Disciplining of members and persons associated with mem- 
bers; denial of membership; barring of persons from 
becoming associated with a member; and prohibition or 
limitation of access of persons to services offered by the 
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Exchange or a member, BSE-76-3, 34-12133, 2/23/76, 
no. 1, p. 6 

Effecting transactions in BSE-traded securities in other 
markets, to conform to provisions of Rule 19c-1, BSE-76- 
4, 34-12132, 2/23/76, no. 1, p. 5; approved, 34-12248, 3/ 
23/76, no. 5, p. 254 

Fingerprint processing plan approved for six month pilot 
period, 34-12566, 6/22/76, no. 18, p. 953 

Member, member-firm, member-corporation principal pur- 
pose of membership, Chapter XXV, Sections 2 and 3, 
proposed rescission, BSE-76-5, approved, 34-12188, 3/ 
10/76, no. 3, p. 140 

Minimum commissions which must be charged by members 
for execution of business on BSE for other members, 
elimination of provisions establishing, BSE-76-8, declared 
effective summarily, 34-12387, 4/29/76, no. 10, p. 496 

Nominating Committee, composition, term of office and 
selection process, BSE-76-1, 34-12152, 3/1/76, no. 2, p. 
42 

Nominating Committee for Governors and officers, composi- 
tion and term of office, BSE-76-10, 34-12533, 6/10/76, no. 
16, p. 838 

Short sales, regulation of, BSE-76-9, 34-12502, 6/2/76, no. 

15, p. 786 


Cattle investment contracts, see LR-7304, 3/9/76, no. 3, p. 
173 


CHICAGO BOARD OPTIONS EXCHANGE, INC. 
Proposed Rule Changes 


Appeals Committee, to establish committee and-set forth 
procedures, CBOE-76-4, approved, 34-12206, 3/15/76, 
no. 4, p. 196 

Block transactions in stocks and options, CBOE-76-8, 34- 
12400, 5/3/76, no. 11, p. 548; extension of comment 
period, 34-12569, 6/23/76, no. 18, p. 955 

Board Brokers charges, CBOE-76-7, 34-12314, 4/5/76, no. 
7, p. 374; order extending time period within which 
Commission is required to act on proposed rule changes, 
34-12373, 4/23/76, no. 10, p. 486 

Board of Directors and Executive Committee, CBOE-76-1, 
approved, 34-12295, 3/31/76, no. 6, p. 325 

Effecting transactions in CBOE traded securities off the 
exchange, to conform to Rule 19c-1, CBOE-76-5, 34- 
12165, 3/4/76, no. 2, p. 93; approved, 34-12247, 3/23/76, 
no. 5, p. 254 

Fidelity bonding standards, CBOE-76-10, 34-12466, 5/20/ 
76, no. 13, p. 680 

Fixed rates for services rendered by Board Brokers, CBOE- 
76-2, 34-12134, 2/23/76, no. 1, p. 6; order instituting 
proceedings to determine whether proposed new rules 
14.5(b) and 2.24 (CBOE-76-2) should be disapproved, 
34-12358, 4/22/76, no. 10, p. 479; order approving rule 
deletion (CBOE-76-2), 34-12359, 4/22/76, no. 10, p. 481; 
notice of withdrawal of proposed rule change and termi- 
nation of disapproval proceedings, 34-12464, 5/20/76, no. 
13, p. 679 

Loans by members to other members credited to a mem- 
bers market maker or combined market maker account, 
to clarify treatment, CBOE-76-3, 34-12136, 2/24/76, no. 1, 
p. 7 

Obligations of supplemental market makers; initial and 
maintenance margin requirements, CBOE-75-6, ap- 
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proved, 34-12167, 3/5/76, no. 3, p. 124 

Put option contracts, Commission will not make a decision 
on proposal to begin trading [CBOE 75-7] until after 1/1/ 
77, 34-12601, 7/7/76, no. 20, p. 1044 

“Tape racing,” CBOE-76-9, 34-12453, 5/18/76, no. 13, p. 
675; extension of comment period, 34-12569, 6/23/76, no. 
18, p. 955 

Underlying security, withdrawal of approval, CBOE-76-6, 
34-12178, 3/8/76, no. 3, p. 130; amendment No. 4, 34- 
12540, 6/11/76, no. 17, p. 877 

Underlying stocks, proposal to expand pilot trading program, 
CBOE-75-4, approved, 34-12232, 3/18/76, no. 4, p. 216 


Church bonds, see LR-7287, 2/25/76, no. 1, p. 33 
CINCINNATI STOCK EXCHANGE 
Applications for Unlisted Trading Privileges 


Bankamerica Corp., 34-12611, 7/8/76, no. 20, p. 1055 

Champion Home Builders, Inc., Emerson Electric Company, 
and Ralston Purina Company, 34-12509, 6/3/76, no. 15, 
p. 788; granted, 34-12588, 7/1/76, no. 19, p. 989 


Application to Strike from Listing and Registration 


Kentucky Central Railway Company and Louisville & Nash- 
ville Railroad Company, granted, 34-12166, 3/5/76, no. 3, 
p. 124 


Proposed Rule Changes 


By-laws and Trading Rules, proposed amendment, CSE-76- 
3, 34-12544, 6/15/76, no. 17, p. 879 

“Ex-dividend,” “ex-distribution,” “‘ex-rights,” or “‘ex-interest,” 
to provide procedure for handling open orders, CSE-76-1, 
approved, 34-12325, 4/8/76, no. 7, p. 379 

Net capital rule, to conform to Rule 15c3-1, CSE-75-5, 
approved, 34-12184, 3/9/76, no. 3, p. 139 

Rescission of Section 57 which implemented rescinded SEA 
Rule 19b-2, CSE-76-2, approved, 34-12480, 5/25/76, no. 
14, p. 721 


Clearing Agencies, see 34-12536, 6/11/76, no. 17, p. 876; 
34-12563, 6/21/76, no. 18, p. 946 


Commodity futures contracts, see LR-7377, 4/27/76, no. 10, 
p. 537 


Consolidated tape plan, see 34-12162, 3/3/76, no. 2, p. 85; 
34-12432-3, 5/12/76, no. 12, pp. 623-4 


CORPORATE REORGANIZATION 

Imperial ‘400’ National, Inc., fourth supplemental advisory 
report on proposed plan of reorganization, CR-318, 2/24/ 
76, no. 1, p. 36 

DEPOSITORY TRUST COMPANY 

Proposed Rule Changes 

Deposits in coupon form of most eligible interchangeable 


corporate debt securities, DTC-76-5, 34-12491, 5/28/76, 
p. 774; approved, 34-12597, 7/6/76, no. 20, p. 1030 


/ 











Overnight collateral loan program, DTC-76-2, 34-12282, 3/ 
30/76, no. 6, p. 317; approved, 34-12427, 5/11/76, no. 12, 
p. 621 

PDQ exception form, DTC-76-1, 34-12273, 3/26/76, no. 6, 
p. 305; approved, 34-12431, 5/12/76, no. 12, p. 623 

Proposed acquisition by National Securities Clearing Corpo- 
ration of American Stock Exchange Clearing Corporation, 
National Clearing Corporation and Stock Clearing Corpo- 
ration, DTC-76-4, 34-12513, 6/3/76, no. 15, p. 790 

Retention by transfer agents as custodians securities held 
on deposit in DTC, DTC-76-3, 34-12353, 4/20/76, no. 9, 
p. 453 


DETROIT STOCK EXCHANGE 
Application to Strike from Listing and Registration 


DWG Corporation, INA Investment Securities, Inc., granted, 
34-12340, 4/14/76, no. 8, p. 410 


Proposed Rule Changes 


Competitive floor brokerage rates, DSE-76-2, approved, 34- 
12284, 3/30/76, no. 6, p. 319 

Effecting agency transactions otherwise than on the DSE, 
DSE-76-4, 34-12426, 5/11/76, no. 12, p. 621 

Governing Committee, to fix number of members, DSE-76- 
1, approved, 34-12228, 3/17/76, no. 4, p. 214 

Net capital, to conform to Rule 15c3-1, DSE-76-3, 34- 
12457, 5/19/76, no. 13, p. 676 


DISQUALIFICATION FROM PRACTICE 


Truman K. Gibson, Jr., attorney, prohibited from appearing 
or practicing before the Commission, LR-7421, 6/1/76, no. 
15, p. 812 

Eli Levi, accountant, agreed not to practice before the 
Commission, LR-7392, 5/11/76, no. 12, p. 667 

John P. Radnay, attorney, resigned from practice before the 
Commission, LR-7392, 5/11/76, no. 12, p. 667 

Morton Schimmel, attorney, denied the privilege of practic- 
ing before the Commission, 34-12254, 3/25/76, no. 5, p. 
262 

Alvin Lester Sitomer, attorney, permanently disqualified 
from appearing or practicing before this Commission, 34- 
12501, 6/1/76, no. 15, p. 784 

Stephan Joel Sitomer, attorney, denied the privilege of 
practicing before the Commission, 34-12501, 6/1/76, no. 
15, p. 784 

Harvey B. Spiegel, accountant, suspended from practice 
before the Commission for a period of sixty (60) days, AS- 
191, 3/30/76, no. 6, p. 363 

John Surgent, attorney, suspended from practice before the 
Commission for a period of five (5) years, 34-12425, 5/11/ 
76, no. 12, p. 620 


Environmental protection matters, disclosure of, see 33- 
5704, 34-12414, 5/6/76, no. 11, p. 540 


Foreign governmental officials, unlawful payments to,) see 
LR-7333, 3/29/76, Foreign political contributions, unlaw- 
ful ) no. 6, p. 362; 

LR-7355, 4/13/76, no. 8, p. 445; LR-7386, 5/10/76, no. 12, 
p. 664; 

LR-7434, 6/7/76, no. 16, p. 866; LR-7443, 6/15/76, no. 17, 


p. 920; 
LR-7479, 7/7/76, no. 20, p. 1074 


Gold purchase contracts, see LR-7466, 6/25/76, no. 19, p. 
1008 


Hydrogen converter, see 34-12465, 5/20/76, no. 13, p. 679 


Inside information, see LR-7360, 4/19/76, no. 9, p. 468; LR- 
7416, 5/27/76, no. 14, p. 756; LR-7432, 6/7/76, no. 16, p. 
866 


INVESTMENT ADVISERS ACT OF 1940 


Rules 


Proposed Rules 0-4, General requirements of papers and 
applications; 0-5, Procedure with respect to applications 
and other matters; and 0-6, Incorporation by reference in 
applications; Rule 204-1, Amendments to applications, 
proposed amendment, IA-516, 5/13/76, no. 12, p. 661 

Proposed Rule 206(4)-3 and proposed amendment of Rule 
206(4)-1 (IA-231, 10/10/68) withdrawn, |A-499, 2/25/76, 
no. 1, p. 32 

Rule 202-1, Exclusion of certain persons who offer invest- 
ment advice to their employer-sponsored employee bene- 
fit plans, adopted, |A-503, 3/12/76, no. 4, p. 234 

Rule 206A-1(T), Temporary exemption for certain broker- 
dealers/investment advisers, amended, |A-506, 34- 
12297, 4/1/76, no. 6, p. 359 


INVESTMENT COMPANY ACT OF 1940 


Forms 


Forms N-5 and N-8B-1, for registration statements, pro- 
posed revision of instructions to items relating to invest- 
ment policies withdrawn, 33-5709, 34-9294, 5/20/76, no. 
13, p. 673 

Forms N-5, N-8B-1, N-8B-3, N-8B-4, for registration state- 
ments, and N-1Q for quarterly reports, proposed amend- 
ment requiring disclosure with greater specificity of poli- 
cies on involvement in affairs of portfolio companies 
withdrawn, 33-5710, 34-12462, 5/20/76, no. 13, p. 674 

Forms N-1Q, N-1R and X-17a-9, proposed amendment 
withdrawn, 34-12467, IC-9296, 5/20/76, no. 13, p. 681 


Rules 


Proposed Rule 15a-2 (IC-5517, 10/18/68) withdrawn, IC- 
9218, 3/25/76, no. 5, p. 287 

Proposed Rule 15a-2, Annual continuance of contracts, IC- 
9219, 3/25/76, no. 5, p. 288 

Rule 24f-1, Retroactive registration under the Securities Act 
of 1933 of certain investment company shares sold in 
excess of number of shares included in an effective 
registration statement, proposed amendment; Proposed 
Rule 24f-2, Registration under the Securities Act of 1933 
of an indefinite number of certain investment company 
securities, 33-5724, IC-9347, 7/8/76, no. 20, p. 1024 


Kickbacks, see LR-7369, 4/23/76, no. 10, p. 534; LR-7422, 
6/1/76, no. 15, p. 812; LR-7453, 6/18/76, no. 18, p. 977 


LITIGATION 
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Manipulation schemes, see 34-12223, 3/17/76, no. 4, p. 
211; LR-7318, 3/18/76, no. 4, p. 237; 34-12278, 3/29/76, 
no. 6, p. 307; 34-12279, 3/29/76, no. 6, pp. 311 & 316; 
34-12338, 4/13/76, no. 8, p. 409; 

LR-7347, 4/12/76, no. 8, p. 441; LR-7348, 4/12/76, no. 8, p. 
442: 

LR-7350, 4/12/76, no. 8, p. 443; LR-7358, 4/13/76, no. 8, p. 
446; 

LR-7368, 4/23/76, no. 10, p. 534; LR-7371, 4/26/76, no. 10, 
p. 535; 

LR-7394, 5/14/76, no. 13, p. 707; LR-7461, 6/23/76, no. 18, 
p. 981 


MIDWEST CLEARING CORPORATION 
Proposed Rule Changes 


Deposit Delivery Instructions, deposits, and custodian serv- 
ices, increased charges, MCC-76-3, 34-12500, 6/1/76, 
no. 15, p. 784 

Participants’ Fund, clarification of intended meaning of Rule 
14, MCC-76-1, approved, 34-12300, 4/1/76, no. 6, p. 327 

Participants’ Fund, requirement that not less than 10% of 
each member's contribution be in cash, MCC-76-2, 34- 
12422, 5/10/76, no. 12, p. 619 


MIDWEST SECURITIES TRUST COMPANY 
Proposed Rule Changes 


Depository interface between MSTC and Pacific Securities 
Depository Trust, MSTC-76-3, 34-12197, 3/12/76, no. 4, 
p. 193; approved, 34-12394, 4/29/76, no. 10, p. 510 

Fee Schedules, amendment to eliminate charges for trade- 
for-trade settlements and the Participant Delivery Pro- 
gram, MSTC-76-7, 34-12500, 6/1/76, no. 15, p. 784 

Participants’ Fund, clarification of intended meaning of Rule 
8, MSTC-76-1, approved, 34-12299, 4/1/76, no. 6, p. 326 

Participants’ Fund, contribution to and investment of, 
MSTC-76-5, 34-12413, 5/6/76, no. 11, p. 553 

Transfer Agent Custodian Program, MSTC-75-2, approved, 
34-12579, 7/6/76, no. 20, p. 1027 

Treasurer's report on financial condition, MSTC-76-8, effec- 
tive, 34-12603, 7/7/76, no. 20, p. 1049 


MIDWEST STOCK EXCHANGE, INC. 
Applications for Unlisted Trading Privileges 


Sambo’'s Restaurants, Inc., Saxon Industries, Inc., 34- 
12574, 6/25/76, no. 19, p. 983 


Proposed Rule Changes 


Amounts held in escrow to be applied to prior claims of 
exchange and its clearing corporation and those arising 
from closing out of contracts entered into on the floor by 
floor broker, MSE-76-7, 34-12460, 5/19/76, no. 13, p. 677 

Automatic execution system for 100 to 199 orders in appli- 
cable stocks, to convert from pilot to permanent program, 
MSE-76-1, extension of time for comment, 34-12149, 2/ 
26/76, no. 1, p. 15; approved, 34-12451, 5/14/76, no. 13, 
p. 675 
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Committee on Market Structure, proposal to create, MSE- 
76-8, 34-12331, 4/12/76, no. 8, p. 406 

Committee on Specialist Assignment and Evaluation, € 
establish committee and allocate responsibilities of it and 
Floor Procedure Committee, MSE-76-9, 34-12328, 4/9/ 
76, no. 8, p. 405; approved, 34-12463, 5/20/76, no. 13, p. 
678 

Consolidated tape plan, amendment to joint industry plan 
declared effective, 34-12433, 5/12/76, no. 12, p. 624 

Margining of purchase transactions, MSE-76-4, 34-12365, 
4/23/76, no. 10, p. 484; approved, 34-12583, 6/29/76, no. 
19, p. 987 

Net capital, to incorporate uniform rule by reference; estab- 
lish new and different requirements for specialists; and 
establish early warning guidelines, MSE-76-6, 34-12458, 
5/19/76, no. 13, p. 677 

Off-board transactions in listed securities, to conform to 
Rule 19c-1, MSE-76-5, 34-12209, 3/16/76, no. 4, p. 198; 
approved, 34-12246, 3/23/76, no. 5, p. 253 

Prohibition of imposition of any odd-lot differential on odd-lot ~ 
market orders received before the opening of trading for 
execution at the opening of trading, MSE-76-2, approved, 
34-12380, 4/27/76, no. 10, p. 494 

Special Offering Plan and Exchange Distribution Plan as * 
amended declared effective, 34-12229, 3/16/76, no. 4, p. 
215 

Statutory disqualifications of employee or associate, mem- 
bers to notify Exchange, MSE-76-10, 34-12330, 4/12/76, 
no. 8, p. 405; approved, 34-12570, 6/23/76, no. 18, p. 955 





Municipal securities, see 34-12288, 3/31/76, no. 6, p. 321; 


34-12468, 5/20/76, no. 13, p. 681; 34-12482, 5/26/76, no. 
14, p. 722; 34-12496, 5/28/76, no. 15, p. 780; 34-12602, 
7/7/76, no. 20, p. 1045 


MUNICIPAL SECURITIES RULEMAKING BOARD 
Proposed Rule Changes 


Bank dealer, definition, MSRB-76-2, 34-12168, 3/5/76, no. 
3, prt25 

Recordkeeping requirements, MSRB-76-4, 34-12362, 4/23/ 
76, no. 10, p. 482 

Standards of operational capability and professional compe- 
tence for municipal securities brokers, dealers, and indi- 
viduals associated with such firms, MSRB-76-3, 34- 
12177, 3/8/76, no. 3, p. 130 - 

Standards of professional qualification, MSRB-76-5, 34- 
12469, 5/20/76, no. 13, p. 690 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, - 
INC. 


Applications for Review of Disciplinary Action 


C. B. Beal & Co., Ltd, and Bertram Aber, proceedings 
dismissed, 34-12532, 6/10/76, no. 16, p. 836 

Wheaton D. Blanchard, proceedings dismissed, 34-12484, 
5/27/76, no. 14, p. 735 

Gerald E. Camp, opinion and order dismissing review 
proceedings, 34-12193, 3/11/76, no. 3, p. 143 

Frank DeFelice, Ph.D & Associates, Inc. and Frank De- 
Felice, action modified, 34-12564, 6/22/76, no. 18, pp. 
947 & 949 


John H. DeGolyer, order dismissing proceedings, 34-12326, * 

















4/8/76, no. 7, p. 380 

Harold R. Fenocchio, opinion and order dismissing review 
proceedings, 34-12194, 3/11/76, no. 3, p. 146 

Robert M. Garrard d/b/a Robert M. Garrard & Co., dis- 
missed, 34-12219, 3/17/76, no. 4, pp. 208 & 210 

General Securities Corporation and Edward Lovellette, pro- 
ceedings dismissed, 34-12515, 6/3/76, no. 15, p. 790 

Norman H. Green, dismissed, 34-12220, 3/17/76, no. 4, p. 
208 

P. K. Hickey & Co., Inc. and Paul K. Hickey, opinion and 
order dismissing review proceedings, 34-12164, 3/4/76, 
no. 2, pp. 91 & 93 

James D. Lang, Jr. and Thomas A. Sartain, proceedings 
dismissed, 34-12607, 7/7/76, no. 20, pp. 1051 and 1053 

Graham Loving & Co., opinion and order dismissing review 
proceedings, 34-12182, 3/9/76, no. 3, p. 137 

Allen Mansfield, remand for clarification of charges and 
additional evidence, 34-12479, 5/25/76, no. 14, p. 719 

Samuel A. Sardinia, action modified, 34-12392, 4/29/76, no. 
10, pp. 505 & 509 

Shaskan & Co., Inc. and Joseph Buchman, Meyer Buch- 
man, Signey Buchman, action modified, 34-12492, 5/28/ 
76, no. 15, p. 775 

Todd and Company, Inc. and Thomas K. Langbein, action 
modified, 34-12279, 3/29/76, no. 6, pp. 311 & 316 

Whiteside & Company and Clarence K. Whiteside and 
William H. Whiteside, proceedings dismissed, 34-12565, 
6/22/76, no. 18, pp. 949 & 951 

T. Joseph Widman, opinion and order dismissing review 
proceedings, 34-12154, 3/2/76, no. 2, pp. 43 & 44 


Proposed Rule Changes 


Consolidated tape plan, amendment to joint industry plan 
declared effective, 34-12433, 5/12/76, no. 12, p. 624 

Fidelity bonding requirements, NASD-75-3, approved, 34- 
12345, 4/14/76, no. 8, p. 413 

Fingerprint processing plan approved for six month pilot 
period, 34-12566, 6/22/76, no. 18, p. 953 

Public offerings of their own securities by members and 
affiliates of members, NASD-76-5, 34-12406, 5/4/76, no. 
1typy sss 

Reporting of transactions in eligible securities in the consoli- 
dated system, charges to cover costs of compliance, and 
anti-manipulative rules relating to over-the-counter trading 
in such securities, NASD-75-8, approved, 34-12432, 5/12/ 
76, no. 12, p. 623 

Schedule D of By-Laws, NASD-76-3, 34- 12150, 2/27/76, no. 
2, p. 42; approved, 34-12337, 4/13/76, no. 8, p. 408 

Stabilizing bids with penalty stipulations, NASD-76-4, 34- 
12303, 4/1/76, no. 6, p. 328; approved, 34-12493, 5/28/ 
76, no. 15, p. 778 


NATIONAL CLEARING CORPORATION 
Proposed Rule Changes 


Clearing member and amount of securities credited to free 
position, NCC-76-1, approved, 34-12129, 2/23/76, no. 1, 
p. 4 

Proposed merger with American Stock Exchange Clearing 
Corporation and Stock Clearing Corporation, see 34- 
12489, 5/28/76, no. 15, p. 764 


4 * NEW YORK STOCK EXCHANGE 


Applications to Strike from Listing and Registration 


American Chain & Cable Company, Inc., granted, 34-12122, 
2/20/76, no. 1, p. 2 

GAC Corporation and GAC Properties Credit, Inc., granted, 
34-12166, 3/5/76, no. 3, p. 124 


Proposed Rule Changes 


Automated Bond System, to set rates for utilization, NYSE- 
76-18, 34-12210, 3/16/76, no. 4, p. 198 

Consolidated tape plan, amendment to joint industry plan 
declared effective, 34-12433, 5/12/76, no. 12, p. 624 

Depository Trust Company's pursuance of dissenters’, ap- 
praisal or similar rights, NYSE-75-20; approved, 34- 
12131, 2/23/76, no. 1, p. 5; eligibility requirements and 
addition of securities to list of Eligible Securities, NYSE- 
75-12 and 75-21, approved, 34-12296, 3/31/76, no. 6, p. 
326 

Elimination of certain restrictions on sale of stock previously 
acquired by members for their own accounts on a desta- 
bilizing tick, NYSE-76-27, 34-12356, 4/21/76, no. 9, p. 
454 

Exchange specialists, ability to perform functions of both 
specialist and odd-lot dealer, NYSE-76-24, 34-12329, 4/9/ 
76, no. 8, p. 405; order approving proposed rule changes 
and extending time for consideration of proposed rule 
change, 34-12470, 5/20/76, no. 13, p. 690 

Execution of 100-share market orders processed through 
DOT System, NYSE-76-11, ext. of time for comment, 34- 
12307, 4/2/76, no. 7, p. 372; approved, 34-12461, 5/19/ 
76, no. 13, p. 678 

Fees, to amend charges for computer inputting of last sale 
data and bid-asked data, NYSE-76-15, 34-12211, 3/16/ 
76, no. 4, p. 199; to amend charges for last sale interro- 
gation services, NYSE-76-14, 34-12212, 3/16/76, no. 4 p. 
201 

Financial and Operational Combined Uniform Single (‘“FO- 
CUS") Report, to adopt, NYSE-76-25, 34-12416, 5/7/76, 
no. 12, p. 616; approved, 34-12550, 6/17/76, no. 17, p. 
882 

Fingerprint processing plan approved for six month pilot 
period, 34-12566, 6/22/76, no. 18, p. 953 

Fixed floor brokerage rates in connection with 100-share 
market orders processed through DOT System, NYSE- 
76-10, approved, 34-12312, 4/5/76, no. 7, p. 374 

“Good ‘till Cancelled” (‘“G.T.C.”) orders, NYSE-76-28, 34- 
12410, 5/5/76, no. 11, p. 552 

Initiation fee payable for purchase or transfer of member- 
ships, to establish alternate method of determining, 
NYSE-76-23, 34-12370, 4/23/76, no. 10, p. 485 

Listing standards for companies not organized under the 
laws of the U.S. and its political subdivisions, NYSE-76- 
22, 34-12321, 4/7/76, no. 7, p. 377; approved, 34-12471, 
(20/76, no. 13, p. 691 

Listing and delisting criteria relating to market value of 
publicly-held shares, NYSE-75-23, approved, 34-12450, 
5/13/76, no. 14, p. 715 

Margin requirements for transactions in listed put options, 
NYSE-76-21, 34-12366, 4/23/76, no. 10, p. 484; ap- 
proved, 34-12581, 6/29/76, no. 19, p. 986 

“Market Responsibility Rule” and “Public Limit Order Pro- 
tection Rule,” consent to extension of time for Commis- 
sion action, 34-12187, 3/10/76, no. 3, p. 140 

Members effecting transactions over-the-counter with a third 
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market maker or nonmember block positioner, NYSE-76- 
2, approved, 34-12242, 3/23/76, no. 5, p. 249 

Member organization capitalization, NYSE-76-26, 34-12409, 
5/5/76, no. 11, p. 552 

Minimum commissions charged by members for execution 
of business for other members, NYSE-76-30, effective 
summarily, 34-12396, 4/30/76, no. 11, p. 547 

Off-board transactions, to conform to provisions of Rule 
19c-1, NYSE-76-19, 34-12215, 3/16/76, no. 4, p. 207; 
approved, 34-12233, 3/23/76, no. 5, p. 251 

Office space and other expenses, members permitted to 
share with others, NYSE-76-16, 34-12205, 3/15/76, no. 4, 
p. 196; approved, 34-12377, 4/26/76, no. 10, p. 493 

Overriding commissions, service charges or fees, collection 
of, NYSE-76-13, 34-12135, 2/23/76, no. 1, p. 6; approved, 
34-12306, 4/2/76, no. 7, p. 372 

Procedures for approval or disapproval of applicants for 
membership, association with a member and access to 
services offered by the Exchange or a member, NYSE- 
76-31, 34-12478, 5/24/76, no. 14, p. 719 

Proposed Rules 309 and 310, governing broker-dealers 
associated with U.S. commercial banks and foreign-affili- 
ated broker-dealers, NYSE-76-7 and 76-8, notice of filing 
and order instituting proceedings to determine whether to 
disapprove, 34-12181, 3/11/76, no. 3, p. 131; extension of 
comment period, 34-12412, 5/5/76, no. 11, p. 553 

Public Limit Order Protection Rule (“PLOPR”), NYSE-76-5, 
notice of proceeding to consider disapproval, 34-12249, 
3/23/76, no. 5, p. 255 

Qualification of persons in charge of any sales department 
or activity, NYSE-76-33, 34-12552, 6/17/76, no. 17, p. 
882 

Registered Traders, rescission of restrictions in Rule 110, 
NYSE-76-36, 34-12554, 6/18/76, no. 18, p. 934; reduction 
in minimum capital requirement and change in title to 
Competitive Trader(s), NYSE-76-37, 34-12555, 6/18/76, 
no. 18, p. 934; Rules 109 and 112, NYSE-76-38, 34- 
12556, 6/18/76, no. 18, p. 935 

Short sales, NYSE-76-4, approved, 34-12201, 3/12/76, no. 
4, p. 194 

Single denomination stock certificates, NYSE-76-17, 34- 
12452, 5/14/76, no. 13, p. 675 

Specialist in one or more securities to be required to act as 
an odd-lot dealer in such securities, NYSE-76-20, 34- 
12239, 3/22/76, no. 5, p. 248; approved, 34-12401, 5/3/ 
76, no. 11, p. 549 

Transfer of clearing agency business of Stock Clearing 
Corporation to National Securities Clearing Corporation, 
NYSE-76-29, 34-12512, 6/3/76, no. 15, p. 789 


Non-public information, see LR-7420, 6/1/76, no. 15, p. 811 


Non-public “market information,” see 34-12319, |A-508, 4/ 
2/76, no. 7, p. 376 


Nursing homes, see LR-7324, 3/23/76, no. 5, p. 291 
Off-board trading, see 34-12187, 3/10/76, no. 3, p. 140 


Oil and gas leases, see LR-7288, 2/25/76, no. 1, p. 34; LR- 
7296, 3/3/76, no. 2, p. 113; LR-7310, 3/11/76, no. 3, p. 
176; LR-7312, 3/16/76, no. 4, p. 236; LR-7315, 3/16/76, 
no. 4, p. 236; LR-7323, 3/23/76, no. 5, p. 291; LR-7329, 
3/25/76, no. 5, p. 293; LR-7331, 3/25/76, no. 5, p. 294; 
LR-7335, 3/30/76, no. 6, p. 362; LR-7339, 4/5/76, no. 7, 
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p. 398; LR-7342, 4/5/76, no. 7, p. 399; LR-7343, 4/5/76, 
no. 7, p. 400; LR-7359, 4/15/76, no. 8, p. 446; LR-7362, 
4/20/76, no. 9, p. 468; LR-7373, 4/27/76, no. 10, p. 536; 
LR-7388, 5/10/76, no. 12, p. 665; LR-7390, 5/10/76, no. 
12, p. 666; LR-7398, 5/19/76, no. 13, p. 708; LR-7402,- 
03, 5/21/76, no. 14, p. 751; LR-7409, 5/25/76, no. 14, p. 
753; LR-7411, 5/25/76, no. 14, p. 754; LR-7412, 5/26/76, 
no. 14, p. 754; LR-7414, 5/27/76, no. 14, p. 755; LR- 
7417, 5/28/76, no. 15, p. 810; LR-7423, 6/1/76, no. 15, p. 
813; LR-7426, 6/2/76, no. 15, p. 814; LR-7435, 6/7/76, 
no. 16, p. 867; LR-7436, 6/7/76, no. 16, p. 867; LR-7439, 
6/11/76, no. 17, p. 919; LR-7482, 7/8/76, no. 20, p. 1076; 
LR-7485, 7/8/76, no. 20, p. 1077 


Opinion letters, see LR-7423, 6/1/76, no. 15, p. 812 
OPTIONS CLEARING CORPORATION 
Proposed Rule Changes 


Eligibility standards for clearing membership, OCC-76-4, 34- 
12538, 6/11/76, no. 17; p. 876 

Exercise notices, procedures followed in assigning, OCC- 
75-2, approved, 34-12186, 3/10/76, no. 3, p. 139 

Fee for processing transactions, OCC-76-1, 34-12163A, 3/ 
5/76, no. 3, p. 124 

Forms of margin maintained, OCC-76-2, 34-12355, 4/20/76, 
no. 9, p. 454; approved, 34-12524, 6/8/76, no. 16, p. 832 

Margin and clearing fund deposits, OCC-76-5, 34-12537, 6/ 
11/76, no. 17, p. 876 

Net capital requirements, OCC-76-3, 34-12514, 6/3/76, no. 
15, p. 790 


PACIFIC CLEARING CORPORATION 
Proposed Rule Changes 


Bylaws, amendment, PCC-76-4, 34-12383, 4/28/76, no. 
10, p. 495; approved, 34-12542, 6/14/76, no. 17, p. 878 
Non-exchange clearing participants application and agree- 
ment, PCC-75-2, approved, 34-12123, 2/20/76, no. 1, p. 2 

Participants’ fund creation and operation, PCC-75-1, ap- 
proved, 34-12322, 4/7/76, no. 7, p. 378 

Satellite facility in Portland, Oregon, establishment of, PCC- 
76-3, 34-12130, 2/23/76, no. 1, p. 5; approved, 34-12324, 
4/7/76, no. 7, p. 378 

Satellite facility in Denver, Colorado, establishment of, PCC- 
76-5, 34-12419, 5/10/76, no. 12, p. 618; approved, 34- 
12571, 6/23/76, no. 18, p. 955 


PACIFIC SECURITIES DEPOSITORY TRUST COMPANY 

Proposed Rule Changes 

Participants’ fund, operation of, PSD-75-1, approved, 34- 
12323, 4/7/76, no. 7, p. 378 

Transfer Agent Custodian (““TAC’’) program, PSD-76-1, 34- 
12488, 5/27/76, no. 14, p. 739 

PACIFIC STOCK EXCHANGE 

Applications for Unlisted Trading Privileges 


American Express Company, Anheuser-Busch, Inc., Con- 
necticut General Insurance Corporation, Pennzoil Off- 





pets eee 








shore Gas Operators, Tampax, Inc., 34-12543, 6/15/76, 
no. 17, p. 879 


Applications to Strike from Listing and Registration 


Callon Petroleum Company and INA Investment Securities, 
Inc., granted 34-12122, 2/20/76, no. 1, p. 2 


Proposed Rule Changes 


Consolidated tape plan, amendment to joint industry plan 
declared effective, 34-12433, 5/12/76, no. 12, p. 624 

Constitution and rules, to bring all provisions in compliance 
with Rule 19b-3, PSE-76-4, approved, 34-12230, 3/17/76, 
no. 4, p. 215 ; 

Customer age and signature recordkeeping requirements, 
PSE-75-13, 34-12271, 3/25/76, no. 5, p. 269; approved, 
34-12407, 5/4/76, no. 11, p. 551 

Fees payable in connection with acquisition or transfer of 
membership, PSE-76-16, 34-12441, 5/13/76, no. 12, p. 
631 

Fingerprint processing plan approved for six month pilot 
period, 34-12566, 6/22/76, no. 18, p. 953 

FOCUS Report, to adopt, PSE-76-5, 34-12335, 4/12/76, no. 
8, p. 407; extension for 90 days of time for Commission 
action, 34-12439, 5/12/76, no. 12, p. 626 

Membership purchase and sale, PSE-76-18, 34-12557, 6/ 
18/76, no. 18, p. 935 

Net capital requirements, to conform to Rule 15c3-1, PSE- 
76-1, 34-12137, 2/24/76, no. 1, p. 7 

Off-board transactions in listed securities, to conform to 
Rule 19c-1, PSE-76-10, 34-12176, 3/8/76, no. 3, p. 129; 
approved, 34-12245, 3/23/76, no. 5, p. 252 

Options trading on 10 underlying securities on alternate 
expiration month basis, PSE-76-11, 34-12250, 3/23/76, 
no. 5, p. 259 

Options trading, PSE-76-3, approved, 34-12283, 3/30/76, 
no. 6, p. 317 

Pilot program facilitating trading of selected securities on a 
competing specialist basis, PSE-76-24, approved, 34- 
12578, 6/25/76, no. 19, p. 985 

Special Offering Plan and Exchange Distribution Plan as 
amended declared effective, 34-12229, 3/16/76, no. 4, p. 
215 

Trading of options whose underlying securities are primarily 
traded over-the-counter, PSE-76-17, 34-12539, 6/11/76, 
no. 17, p. 877 

Trading of put option contracts, PSE-76-8, 34-12508, 6/3/ 
76, no. 15, p. 788; Commission will not make a decision 
until after 1/1/77, 34-12601, 7/7/76, no. 20, p. 1044 

Trading rotations employment discretionary with Options 
Floor Trading Committee, PSE-76-13, filed and approved, 
34-12547, 6/15/76, no. 17, p. 880 

Trading volume requirement for certain listed securities 
which are considered for approval as underlying securi- 
ties for exchange options, PSE-76-23, approved, 34- 
12580, 6/29/76, no. 19, p. 986 

Uniform net capital rule, to reflect adoption, PSE-76-9, 34- 
12495, 5/28/76, no. 15, p. 779; approved, 34-12595, 7/2/ 
76, no. 20, p. 1029 


PBW STOCK EXCHANGE, INC. See, also, Philadelphia 
Stock Exchange 


’ Applications for Unlisted Trading Privileges 


Gulf & Western Industries, Inc., 34-12341, 4/14/76, no. 8, p. 
410 

Reynolds Securities International, Inc., 34-12395, 4/30/76, 
no. 11, p. 546 


Proposed Rule Changes 


Board of Governors, to add one public governor, PBWSE- 
76-7, 34-12411, 5/5/76, no. 11, p. 553; approved, 34- 
12546, 6/15/76, no. 17, p. 880 

Certificate of Incorporation, to readopt name Philadelphia 
Stock Exchange, Inc., PBWSE-76-4, 34-12139, 2/25/76, 
no. 1, p. 9; approved, 34-12415, 5/6/76, no. 11, p. 554 

Margin requirements, amendment of Rule 722 and rescis- 
sion of Rule 1054, PBWSE-76-9, 34-12367, 4/23/76, no. 
10, p. 484; approved, 34-12582, 6/29/76, no. 19, p. 987 

Multiple cycle trading, PBWSE-76-8, 34-12313, 4/5/76, no. 
7, p. 374 

Net capital requirements, to conform to Rule 15c3-1, 
PBWSE-76-1, 34-12368, 4/23/76, no. 10, p. 485 

Off-board transactions in listed securities, to conform to 
Rule 19c-1, PBWSE-76-11, declared effective, 34-12281, 
3/29/76, no. 6, p. 316 

Trading of options whose underlying securities are traded 
over-the-counter, PBWSE-76-5, 34-12379, 4/27/76, no. 
10, p. 493 

Trading of put options, PBWSE-76-10, 34-12333, 4/12/76, 
no. 8, p. 407 

Transactions by officers and employees in certain options 
and in securities underlying PBW options, PBWSE-76-6, 
34-12332, 4/12/76, no. 8, p. 406 


PHILADELPHIA STOCK EXCHANGE [name changed from 
PBW Stock Exchange, Inc.] 


Applications for Unlisted Trading Privileges 


Gulf & Western Industries, Inc., granted, 34-12481, 5/26/76, 
no. 14, p. 722 

Reserve Oil and Gas Company, MCA, Inc., Utah Interna- 
tional, Inc., Wang Laboratories, Inc., 34-12574, 6/25/76, 
no. 19, p. 983 


Proposed Rule Changes 


Consolidated tape plan, amendment to joint industry plan 
declared effective, 34-12433, 5/12/76, no. 12, p. 624 

Executing combined option-underlying stock orders, PHLX- 
76-13, 34-12517, 6/4/76, no. 16, p. 826; approved, 34- 
12596, 7/6/76, no. 20, p. 1030 

Fingerprint processing plan approved for six month pilot 
period, 34-12609, 7/8/76, no. 20, p. 1053 

Hours of business determined by resolution, PHLX-76-14, 
declared effective, 34-12605, 7/7/76, no. 20, p. 1050 

Net capital requirements, to conform to Rule 15c3-1, 
PBWSE-76-1, approved, 34-12520, 6/7/76, no. 16, p. 827 

Transactions by officers and employees in certain options 
and in securities underlying options, PBW-76-6, ap- 
proved, 34-12518, 6/7/76, no. 16, p. 826 


Political payments, bribes, kickbacks, see LR-7422, 6/1/76, 
no. 15, p. 812; IC-9332, IA-523, 6/28/76, no. 19, p. 1000 


Projections of future economic performance, see 33-5699, 
34-12371, 4/23/76, no. 10, p. 472 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 


Forms 


Form USS, for annual reports filed under section 5(c) of the 
Act, amended, 35-19489, 4/15/76, no. 8, p. 434 


Rules 


Rule 23, Procedure applicable to certain applications and 
declarations, amended, 35-19575, 6/16/76, no. 17, p. 892 

Rule 48, Certain exemptions in connection with appliance 
sales and loans to officers or employees, amended, 35- 
19489, 4/15/76, no. 8, p. 434 


Pyramid promotions, see LR-7289, 2/25/76, no. 1, p. 34; 
LR-7295, 2/26/76, no. 1, p. 36 


Real estate companies, see 34-12195, 3/11/76, no. 3, pp. 
149 & 155; 33-5692, 34-12224, 3/17/76, no. 4, p. 181; 
LR-7311, 3/12/76, no. 4, p. 235 


RULES OF PRACTICE 


Rule 14, Evidence, amended, 33-5685, 34-12140, 35- 
19401, 39-428, IC-9175, and IA-498, 2/25/76, no. 1, p. 1 

Rule 23, Service of pleadings, etc., other than moving 
papers, amended, 33-5705, 34-12434, 35-19525, 39-434, 
IC-9287, IA-514, 5/12/76, no. 12, p. 612 

Rule 24, Incorporation by reference, proposed amendment, 
33-5711, 34-12472, 35-19541, 39-435, IC-9297, IA-517, 
5/21/76, no. 14, p. 713; extension of time for comment to 
7/19/76, 33-5719, 34-12562, 35-19586, 39-438, IC-9326, 
IA-522, 6/21/76, no. 18, p. 928 


Secret corporate funds, see LR-7299, 3/4/76, no. 2, p. 114; 
LR-7327, 3/24/76, no. 5, p. 292; LR-7333, 3/29/76, no. 6, 
p. 362; LR-7355, 4/13/76, no. 8, p. 445; LR-7386, 5/10/ 
76, no. 12, p. 664; LR-7434, 6/7/76, no. 16, p. 866; LR- 
7443, 6/15/76, no. 17, p. 920 


SECURITIES ACT OF 1933 


Forms 


Forms S-1, S-7, S-8, S-9, and S-14, proposed amendments 
relating to projections withdrawn, 33-5699, 34-12371, 4/ 
23/76, no. 10, p. 472 

Forms S-1, S-2, S-7 and S-9 amended re environmental 
disclosure, 33-5704, 34-12414, 5/6/76, no. 11, p. 540 

Forms S-1 and S-7 amended re disclosure of estimates of 
oil and gas reserves, 33-5706, 34-12435, 35-19526, 5/12/ 
76, no. 12, p. 612 

Form S-8, proposed amendment to improve disclosure 
provided to investors and reduce cost and burden of 
registration to issuers; amendments proposed in 33-5530 
withdrawn, 33-5723, 7/2/76, no. 20, p. 1014 


Guides for Preparation and Filing of Registration State- 
ments 


Guide 28, Disclosure of Extractive Reserves and Natural 
Gas Supplies, amended, 33-5706, 34-12435, 35-19526, 
5/12/76, no. 12, p. 612 

Guide 60, Preparation of Registration Statements Relating 
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to Interests in Real Estate Limited Partnerships, publica- 
tion approved, and Section 21(C), “Undertaking to Pro- 
vide Financial Information,” proposed for comment, 33- 
5692, 34-12224, 3/17/76, no. 4, p. 181 

Proposed Guide 62, Disclosure of Projections of Future 
Economic Performance, 33-5699, 34-12371, 4/23/76, no. 
10, p. 472 


Rules 


Rule 144, Persons deemed not to be engaged in a distribu- 
tion and therefore not underwriters, proposed amendment 
withdrawn, further comments requested; technical 
amendment adopted, 33-5717, 34-12521, 6/8/76, no. 16, 
p. 818 

Rule 457, Computation of filing fee, amended, 33-5723, 7/2/ 
76, no. 20, p. 1014 

Rule 492, Omissions from prospectuses, amended, 33- 
5688, 3/12/76, no. 4, p. 178 


SECURITIES EXCHANGE ACT OF 1934 
Forms 


Form 8-K, for current reports, and Form 10-K, for annual 
reports, proposed amendment relating to projections with- 
drawn, 33-5699, 34-12371, 4/23/76, no. 10, p. 472 

Form 10 and Form 10-K amended re environmental disclo- 
sure, 33-5704, 34-12414, 5/6/76, no. 11, p. 540; re 
disclosure of estimates of oil and gas reserves, 33-5706, 
34-12435, 35-19526, 5/12/76, no. 12, p. 612 

Form 10-K and Form 10-Q, proposed amendment to pro- 
vide for optional notice of intention to file a registration 
statement on Forms S-7, S-9 or S-16 before next filing of 
report, 33-5715, 34-12506, 6/2/76, no. 15, p. 760 

Forms 10-K, 12-K and 10-Q, facing sheets amended, 33- 
5717, 34-12521, 6/8/76, no. 16, p. 818 

Form MSDW, Notice of withdrawal from registration as a 
municipal securities dealer pursuant to Rule 15Bc3-1, 
adopted, 34-12602, 7/7/76, no. 20, p. 1045 

Form U-4, Uniform application for securities and commodi- 
ties industry representative and/or agent, proposed 
amendment of special instructions; Proposed Form SECO 
4-76, 1976 assessment and information form for regis- 
tered brokers and dealers not members of a registered 
securities association, 34-12490, 5/28/76, no. 15, p. 769 


Guides for the Preparation and Filing of Reports and Proxy 
and Registration Statements 


Guide 2, Disclosure of Extractive Reserves and Natural Gas 
Supplies, amended, 33-5706, 34-12435, 35-19526, 5/12/ 
76, no. 12, p. 612 

Proposed Guide 4, Disclosure of Projections of Future 
Economic Performance, 33-5699, 34-12371, 4/23/76, no. 
10, p. 472 

Statement of Informal Procedures for the Rendering of Staff 
Advice with Respect to Shareholder Proposals, 34-12599, 
35-19603, IC-9344, 7/7/76, no. 20, p. 1040 


Rules 
Proposed Rule 10b-15 and related amendments to Rules 


17a-3 and 17a-4 [34-8425, 10/10/68] withdrawn, 34- 
12142, 2/25/76, no. 1, p. 10 











Rule 16a-8(g) (3) proposed amendments [34-8106, 6/22/67] 
withdrawn, 34-12143, 35-19402, IC-9176, 2/25/76, no. 1, 
p. 10 

Rule 15c3-1, Net capital requirements for brokers and 
dealers, proposed amendments and interpretations per- 
taining to the treatment of transactions in guaranteed 
options market maker accounts, 34-12148, 2/26/76, no. 1, 
p. 11; extension of time for comment to 4/15/76, 34- 
12233, 3/19/76, no. 5, p. 246 

Proposed Rule 12g-4, Certification of termination of regis- 
tration under Section 12(g), 34-12153, 3/1/76, no. 2, p. 42 

Rules 15b8-1, 15b8-2, 15b9-1, 15b9-2, 15b-10-7, 23a-1(T) 
and 23a-2(T), relating to brokers and dealers, amended, 
34-12160, 3/3/76, no. 2, p. 80 

Rule 17f-2(T), Exemption from fingerprinting requirements, 
extended to 7/1/76; Rule 17f-2, Fingerprinting of securi- 
ties industry personnel, adopted; Rule 17a-3, Records to 
be made by certain exchange members, brokers, and 
dealers, amended; and Rule 17a-4, Records to be pre- 
served by certain exchange members, brokers, and deal- 
ers, amended, 34-12214, 3/16/76, no. 4, p. 203 

Proposed Rule 17f-1, Requirements for reporting and in- 
quiry with respect to missing, lost, counterfeit or stolen 
securities, extension of time for comment to 6/1/76, 34- 
12285, 3/30/76, no. 6, p. 319 

Rules 17a-3, 17a-4 and 17a-11(c), interpretations respect- 
ing application to brokers and dealers effecting transac- 
tions solely in municipal securities, and temporary 
amendment to Rule 15c3-1(c)(1)(i) pertaining to overnight 
bank loans collateralized by municipal securities incurred 
by such brokers and dealers, extended to 6/1/76, 34- 
12288, 3/31/76, no. 6, p. 321 

Rule 10a-1, Short sales, notice of public meeting 4/26/76 to 
discuss certain proposed amendments, 34-12342, 4/14/ 
76, no. 8, p. 410 

Proposed Rule 31-1, Securities transactions exempt from 
transaction fees, 34-12348, 4/15/76, no. 8, p. 415 

Rule 17d-1, Examination for compliance with applicable 
financial responsibility rules, adopted, 34-12352, 4/20/76, 
no. 9, p. 450 

Proposed Rule 17d-2, Program for allocation of regulatory 
responsibility, 34-12352, 4/20/76, no. 9, p. 450 

Rule 14a-9, False or misleading statements, amended; 
Rules 12b-2, 13a-11, 14a-3, 14c-3, 15d-11, proposed 
amendments relating to projections withdrawn, 33-5699, 
34-12371, 4/23/76, no. 10, p. 472 

Rule 24b-2, Nondisclosure of information filed with the 
Commission and with any exchange, adopted, 33-5700, 
34-12386, FOIA-45, 4/28/76, no. 10, p. 475 

Rule 15a-4, Forty-five day exemption from registration for 
certain members of national securities exchanges, 
adopted, 34-12372, 4/23/76, no. 10, p. 486 

Rule 16a-6, Certain transactions subject to section 16(a), 
and Rule 16b-3, Exemption from section 16(b) of acquisi- 
tions of shares of stock and stock options and stock 
appreciation rights under certain stock incentive, stock 
option or similar plans, proposed amendment, 34-12374, 
35- 19497, IC-9260, 4/23/76, no. 10, p. 487 

Proposed Rule 11a1-2, Transactions for certain accounts of 
associated persons of members; Rule 17a-3, Records to 
be made by certain exchange members, brokers, and 
dealers, proposed amendment; and Section 11(a) of the 
Act generally, extension of time for comment on 34-12055 
to 6/15/76, 34-12378, 4/28/76, no. 10, p. 493 

Rule 10a-1, Short sales, certain amendments proposed in 


34-11468, 6/12/75, withdrawn, 34-12384, 4/28/76, no. 10, 
p. 495 

Proposed Rule 15c3-5, Financial responsibility—purchase 
and custody of gold, withdrawn, 34-12438, 5/12/76, no. 
12, p. 626 

Proposed Rules 17Ad-1, 17Ad-2, 17Ad-3, 17Ad-4 and 
17Ad-5 pertaining to certificate turnaround time, reporting 
requirements related thereto, response time for confirma- 
tion requests and other correspondence and recordkeep- 
ing requirements for registered transfer agents, 34-12440, 
5/12/76, no. 12, p. 627; extension of time for comment to 
7/19/76, 34-12594, 7/2/76, no. 20, p. 1029 

Rules 10b-3, 15b8-1, 15b8-2, 15b9-1, 15b9-2, 15c1-1, 
15c1-3, 15¢1-4, 15¢1-5, 15¢1-6, 15c1-7, 15c1-8, 15c2-4, 
15c2-5, 15c2-7, 15c2-11, 23a-1(T) amended; 15b10-12 
adopted; 10b-16, proposed amendments withdrawn; ac- 
tion relating to municipal securities professionals and 
transactions in municipal securities, 34-12468, 5/20/76, 
no. 13, p. 681 

Rule 12b-34, Basic documents, proposed rescission, 33- 
5711, 34-12472, 35-19541, 39-435, IC-9297, IA-517, 5/ 
21/76, no. 14, p. 713; extension of time for comment to 7/ 
19/76, 33-5719, 34-12562, 35-19586, 39-438, IC-9326, 
1A-522, 6/21/76, no. 18, p. 928 

Rule 15c3-1, Net capital requirements for brokers and 
dealers, amended re transactions in municipal securities, 
34-12482, 5/26/76, no. 14, p. 722 

Proposed Rule 19g2-1, Enforcement of compliance by ex- 
changes and associations with the Act and rules and 
regulations thereunder, 34-12483, 5/26/76, no. 14, p. 731; 
extension of time for comment to 9/13/76, 34-12606, 7/7/ 
76, no. 20, p. 1050 

Rule 15b9-2, Annual fees for registered brokers and dealers 
not members of a registered national securities associa- 
tion, proposed amendment, 34-12490, 5/28/76, no. 15, p. 
769 

Rules 17a-3, 17a-4 and 17a-11(c), extension to 10/1/76 of 
previous interpretations respecting application to brokers 
and dealers effecting transactions solely in municipal 
securities, 34-12496, 5/28/76, no. 15, p. 780 

Rule 12g-4, Certifications of termination of registration un- 
der Section 12(g), adopted, 34-12551, 6/17/76, no. 17, p. 
882 

Proposed Rules 19d-1, 2 and 3 and 19h-1 and proposed 
rescission of Rules 15Ab-1 and 15Ag-1 relating to discipli- 
nary actions of self-regulatory organizations, 34-12561, 6/ 
21/76, no. 18, p. 937 

Rule 14a-8, Proposals of security holders, proposed 
amendment, 34-12598, 35-19602, IC-9343, 7/7/76, no. 
20, p. 1030 

Rule 15b1-3, Registration of successor to registered broker 
or dealer, amended; Rules 15Ba2-4, Registration of suc- 
cessor to registered municipal securities dealer, 15Ba2-5, 
Registration of fiduciaries, 15Ba2-6, Adoption of applica- 
tion filed by predecessor, and Rule 15Bc3-1, Withdrawal 
from registration of municipal securities dealers, adopted, 
34-12602, 7/7/76, no. 20, p. 1045 


Self-regulatory organizations, see 34-12352, 4/20/76, no. 9, 
p. 450; 34-12561, 6/21/76, no. 18, p. 937 


Short sales, see LR-7438, 6/9/76, no. 16, p. 868 


Silver bullion options, see LR-7312-A, 6/16/76, no. 17, p. 
918 
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STOCK CLEARING CORPORATION 
Proposed Rule Changes 


Clearance and settlement of odd-lot transactions effected 
on NYSE, SCC-76-4, 34-12354, 4/20/76, no. 9, p. 453; 
approved, 34-12486, 5/27/76, no. 14, p. 738 

Conversion of convertible securities to effect settlement of 
some 250 convertible issues through continuous net 
settlement system, SCC-76-3, 34-12226, 3/17/76, no. 4, 
p. 213 i 

allocations of securities in continuous net settlement system 
and treatment of dividends which may be paid in the form 
of either cash or securities, SCC-76-2, 34-12225, 3/17/76, 
no. 4, p. 213; approved, 34-12443, 5/13/76, no. 12, p. 632 

Proposed merger with American Stock Exchange Clearing 
Corporation and National Clearing Corporation, see 34- 
12489, 5/28/76, no. 15, p. 764 


STOCK CLEARING CORPORATION OF PHILADELPHIA 
Proposed Rule Changes 


Continous Net Settlement, alternative to trade-for-trade 
clearance, SCCP-76-3, 34-12572, 6/24/76, no. 18, p. 956 

Liens on stock carried in members’ accounts and hypothe- 
cating securities with participating banks by book entry 
pledges, SCCP-76-2, 34-12511, 6/3/76, no. 15, p. 789 

Pledging securities held in depository to Options Clearing 
Corporation to guarantee option contracts, SCPP-76-1, 
approved, 34-12305, 4/2/76, no. 7, p. 371 


SUSPENSIONS OF TRADING 


Adoption of procedures by which any person adversely 
affected by a summary suspension pursuant to Section 
12(k) of the Securities Exchange Act may obtain prompt 
consideration by the Commission of the reasons such 
person believes the continued suspension is not in the 
public interest or is not required for the protection of 
investors, 34-12361, 4/22/76, no. 10, p. 482 

Alrac Corporation, American Thermal Resources, Inc., 
Black Hawk Resources Company, Chronetics, Inc., Com- 
fax Communications Industries, Inc., Continued Care Fa- 
cilities, Inc., Datapax Computer Systems Corp., Detsco, 
Inc., Donbar Development Corp., Getty Financial Corp., 
Homestead Minerals Corp., House of Knitting, Inc., Hy- 
droculture, Inc., Kenilworth Research and Development 
Corp., Landco, Inc., Lectro-Management, Inc., Manhattan 
Continental Development Corp., Marine Protein Corp., 
Mediatrics, Inc., Minerva International, Inc., NEI Corp., 
National Computer Corp., National Telefilm Associates, 
Inc., Nuclear Research Associates Inc., Oakridge Hold- 
ings, Inc., Realty Equities Corporation of New York, 
Rockwood Computer Corp., Rockwood National Corp., 
Sanitas Service Corp., Scientific Pollution Control Corp., 
Systems Corp., Therm Air Manufacturing Co., Inc., Tron- 
chemics Research, Inc., Twentieth Century Industries, 
Inc., 34-12360 4/22/76, no. 10, p. 481 

Alternate Energy Systems, Inc., 34-12287 3/30/76, no. 6, p. 
320 

American Kitchen Foods, Inc., American Marine, Ltd., Asso- 
ciated Food Stores, Inc., Capital Facilities Corp., Com- 
puter Interactions, Inc., Diversitron, Inc., Encoder Re- 
search and Development Corp., Interconnect Resources 
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Corp., Julyn Sportswear, Inc., Larson Industries, Inc., 
Marks Polarized Corp., Micron Corp., Panelfab Interna- 
tional Corp., Petrominerals Corp., Record Retrieval and 
Retention Co., Southern Scottish Inns, Sovereign Indus- 
tries, Inc., Walter Reade Organization, Willcox and Gibbs, 
Inc., 34-12436, 5/12/76, no. 12, p. 625 

Bannak, 34-12604, 7/7/76, no. 20, p. 1050 

Beefsteak Charlie’s Inc. (formerly Steak & Brew Incorpo- 
rated), 34-12327 4/9/76, no. 8, p. 404 

Bekland Resources Corporation, 34-12269 3/25/76, no. 5, 
p. 269 

C. |. Mortgage Group, 34-12170 3/5/76, no. 3, p. 126 

Canadian Javelin, Ltd., 34-12393 4/29/76, no. 10, p. 509 

Carex International, Inc., 34-12592 7/2/76, no. 20, p. 1028 

Continental Vending Machine Corp., 34-12505 6/2/76, no. 
15, p. 787 

Delta States Oil, Inc., 34-12317 4/6/76, no. 7, p. 376 

Diversified Industries, Inc., 34-12530 6/10/76, no. 16, p. 835 

Dowdle Oil Corporation, 34-12351 4/20/76, no. 9, p. 450 

Dyna Graphics International Inc., 34-12522 6/8/76, no. 16, 
p. 828 

Elkins Institute, Inc., 34-12286 3/30/76, no. 6, p. 320 

Emersons Ltd., 34-12320 4/7/76, no. 7, p. 377; 34-12347 4/ 
15/76, no. 8, p. 414 

Energy International, Inc. (formerly Copper Lode Mines, 
Inc., Trade Industries, Inc. and Traco Corporation), 34- 
12270 3/25/76, no. 5, p. 269 

Energy Reserve Inc., 34-12459 5/19/76, no. 13, p. 677 

Equity Funding Corporation of America, including Orion 
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